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¢ In the Record « 


.«.. and Now for ‘52! 


1951 was a year of surprises. Marked out eighteen months 
ago as the critical period of the remobilization, it has closed 
with the basic character of the garrison state still in doubt. 
In fact, the 1951 behavior of the civilian sector has had a 
pronounced effect on the outlook for the year ahead. For 
a broad review of the year just closed, and its implications 
for the future, see “Outlook Consensus: Up, But Slowly,” 
starting on the next page. And for businessmen’s views on 
the outlook for 1952, be sure to read “1952: Rising Volume 
—Falling Profits” (page 35), reporting the results of Tue 
CONFERENCE Boarp’s annual survey of business opinion on 
coming trends. 


A New Face to the “Indicators” Page 


For close followers of the business situation, this issue 
presents a thorough revision of the “Selected Business Indi- 
cators” department (page 21) that should greatly increase 
its usefulness. Less general series that refer to activity in 
specific industries have been replaced by broader series that 
measure the key rates of business—sales, inventories, income, 
output. And each month a chart panel will get at the nub 
of the business situation in one quick glance. 


Money! Money! Money! 


© Huge excess reserves continually driving member banks 
to seek employment for surplus funds! ® Money eternally 
piling up in the hands of life insurance companies, and vari- 
ous other investing institutions! © Federal Reserve banks 
active in the government bond market lending a hand to 
the Treasury! © Forecasts of firmer money market rates 
again and again proving to be thoughts fathered by a wish! 


So it has been for the most part for years on end. And 
now rising interest rates, funds in doubtful supply, pressure 
to keep a restraining hand on inflationary lending, and even 
governments well below par! And things happening in Lon- 
don, too! 

Are we really on the way back to “normalcy” in the 
money market? Or will the Reserve authorities presently 
“crack?” Have we really lost faith in extraordinarily easy 


money under any and all circumstances? A good many 
businessmen—and even Uncle Sam—may find that answers 
to these and similar questions are of real concern to them 
before many months have passed. 

Turn to “Financial Notes and Footnotes” beginning on 
page 7 for an appraisal of the present situation and outlook. 


Also of Importance— 


Television has grown up as an advertising revenue earner, 
and is taking its place alongside newspapers, the radio, 
magazines, and other popular media. The story is told on 
page 10, along with figures and trends on the use of other 
media... . 

The apparel industry found 1951 a peculiar year—to 
put it mildly. Manufacturers overstocked, retailers over- 
stocked—and the consumers? Turn to page 22 for the story 
in text and charts. ... 

How do the old folks throughout the country live? How 
many sixty-five and over continue to be remuneratively 
employed? How many own their own homes and how im- 
portant is this to their economy? The economic status of 
this important and growing portion of our population is 
discussed on page 14. 


Drawing the Purse Strings Tighter 


“The problem [of controlling federal spending] has become 
so enormous that new machinery is needed to meet the in- 
creasing burden of the Congress if it is properly to exercise 
its tremendous responsibilities under the stress of current 
national emergencies.” 

Not an outside critic nor a minority spokeman but a 
Senate committee says this. There have been plenty of 
echoes of the same feeling, too, from both sides of the po- 
litical fence. This time of year, when the President is about 
to fire the opening salvo in the annual “Battle of the 
Budget,” the effectiveness of present fiscal controls is 
again of pressing import. See page 26 for a discussion of 
existing Congressional machinery for spending control, 
together with pros and cons of the principal proposed re- 
forms. 


OUTLOOK CONSENSUS: UP, BUT SLOWLY 


The record of 1951, though it contains a bumper crop of all-time 
highs, has forged a more moderate view of the defense economy 


YEAR AGO, it was widely expected that 1951 
would be a critical year of the defense remobil- 
ization: a year in which the character of the 
economy would change from largely free to largely 
controlled; from a more or less self-adjusting balance 
to a strong inflationary ‘bias. It was to be a year in 
which, despite a sharp rise in total output, civilian 
markets would see shortages, quality deterioration, 
the disappearance of price and product competition— 


1951’S SPLIT PERSONALITY 


in short, a year in which the conditions of World War 
II would be duplicated in kind, although perhaps not 
in degree. 


Viewed very broadly, 1951 has in some ways ful- 
filled these expectations. At year-end, the general 
wholesale price level stood slightly above a year ago 
(although raw commodities on average were off by 
about 8%). The cost of living had risen by about 6%. 
In the final quarter of 1951, total output of goods and 
services, in current prices, was about 10% above the 
value of output in the last quarter of 1950. Stock 
prices in December were running about 20% above 
a year ago. 

As the year will eventually be set down in collec- 
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Backlogs of durables manufacturers rose sharply. Total 
production of durables also advanced, as rises in ordnance, 
transportation and machinery more than outweighed de- 
clines in consumer durables, 
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tions of annual statistics, its record will be even more 
impressive. Gross product for the year as a whole was 
roughly $325 billion, or about 15% above 1950, the 
largest year-to-year gain since early in World War II. 
Employment reached a postwar high, unemployment 
a postwar low. Total output of the industrial sector 
was about 10% above 1950; the Federal Reserve index 
for the year will stand at about 220, a figure exceeded 
only in 1943 and 1944. Personal income, at about 
$250 billion, was 12% above 1950, enough for a new 
postwar record in savings to accompany a new all- 
time high in spending. Defense costs amounted to 
about $37 billion, or about double the 1950 total; 
business spending on plant reached up to about $25 
billion, or 35% above 1950. The steel industry— 
besieged by controls, at the center of a ferment over 
mobilization policy, and in an almost constant state 
of revising its order books—found time to start 105 
million tons of raw steel on their way through the 
allocation process. 


While aggregate performance of the economy was 
setting new records all over the lot, mobilization 
agencies could point to considerable administrative 
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mandatory freeze, and by year-end the freeze pattern 
had been rationalized by a battery of margin controls 
covering most of the price structure. A controlled- 
materials plan had been introduced and then broad- 
ened to full coverage of steel, copper and aluminum 
markets. A body of wage and salary criteria were in 
effect, although there was some question about the 
firmness with which they were being administered. 
And in the latter half of the year something that 
looked like stabilization had descended on most 
markets. 

And yet such descriptions of 1951 plainly miss the 
year’s significance and its implications for the future 
of the defense economy. The stability that char- 
acterized the last half of the year owed little to price 
policy, and less to wage policy. In only scattered 
sectors of the economy were prices or wages pressed 
firmly against a firm ceiling. And the encouraging 
aggregate figures for the year disguise a sudden flat- 
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first quarter. Output of consumer goods pulled the produc- 
tion index down, in spite of rises in chemicals and fuels. 
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Wholesale Prices: Those that went up faster came down faster 
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tening of trends prior to midyear, resulting from a 
marked divergence between the defense and civilian 
sectors of the economy. More than any other aspect 
of the year, this schizophrenic character distinguishes 
it from the early period of World War II, when 
civilian and defense business went up the hill together. 

In retrospect, it is easy enough to locate a number 
of very powerful business forces that began, in the 
second quarter, to depress the civilian sector much 
more than defense was inflating it. By March, it 
had become apparent that inventory was accumulat- 
ing at a prodigious rate throughout the civilian sector, 
even at a time when public-spirited retailers were 
paying for advertising space in which to plead with 
consumers to spend less. In defense industries, where 
inventory was advancing just as rapidly, forward 
commitments by government gave assurance for even- 
tual liquidation without loss, but no such assurance 
existed for the civilian sector. 


THAT BIG INVENTORY GROWTH 


By the beginning of the second quarter, inventory 
was growing at an annual rate of about $10 billion, 
and speculative demand on the part of business and 
consumers had driven prices far above real demand 
levels. Then the expectations on which this speculative 
activity was premised began a steady involution— 
partly as a result of the growth of inventory itself, 
partly because of the improving tone of events in the 
Far East, partly because of a sudden reversal in con- 
sumer spending. 


Sources: Bureau of Labor Statistics; Tas CoNFERENCE BoarD 
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By the middle of the second quarter, accumulation 
had taken on a clearly involuntary character, and 
efforts at control were extended through all levels. 
Buying commitments were collapsed to a ninety-day 
range, and then slid slowly back to a hand-to-mouth 
basis as the civilian slowdown continued. 

In the third and continuing into the fourth quarter 
the rate of inventory accumulation declined pre- 
cipitously. By year-end, it seems probable that 
liquidation was in progress throughout much of the 
civilian sector, and in some areas of the defense 
sector. Between the second and fourth quarters, the 
reversal of inventory policy in the civilian sector pro- 
vided a substantial offset to the advance of defense 
spending. 


SOME MISCALCULATIONS 


The accumulation itself resulted from three mis- 
calculations that were more or less general through- 
out business and government circles. 

eIn the first place, the impact of the defense 
effort on civilian supply was anticipated far ahead 
of its actuality. Using the price level as a yardstick, 
one might say that defense demand was discounted 
a full year ahead, since it is only now, at the close 
of the year, that real demand (excluding inventory 
demand) has reached a volume sufficient to support 
the price level reached at the beginning of the year. 
In the first quarter, when a number of limitation 
orders went into effect, output and shipments of 
most consumer goods, including durables, were setting 
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new records. At the same time, manufacturers’ inven- 
tories were expanding at a rate that suggested expec- 
tations of virtually complete curtailment of supply in 
the near future. That kind of curtailment has not 
even now materialized. It is no longer even a serious 
possibility outside the durables markets. And within 
those markets substantial inventories are still avail- 
able to tide the consumer over a short period of very 
severe materials diversion. 


e Secondly, the potential output of the civilian 
sector’ was underestimated. In the months immedi- 
ately following Korea, there had been general lamen- 
tation that the defense effort would have to be im- 
posed on an economy already operating close to maxi- 
mum levels. But between June of 1950 and January, 
1951, industrial output rose by something like 10%— 
and virtually the entire rise represented increased 
production of consumer goods. 


e Thirdly, and perhaps most importantly, the 
capacity of the civilian sector to absorb this flood 
of manufactures was apparently overestimated. The 
sharp expansion of durable goods sales in the postwar 
period had apparently refilled consumer stocks close 
to the point where further growth of demand was 
dependent upon a further expansion of real income. 
The two buying waves after Korea thus borrowed 
heavily from the future. 


PRICES WENT UP FASTER 


This outpouring might alone have altered the 
sellers’-market character of the durables sector. But 
at the same time that the consumers’ need for goods 
was falling as World War II backlogs disappeared, a 
sharp advance in the consumer price level was cutting 
back the real value of his liquid assets. As a result, 
the pressure of abnormal liquid accumulations was 
rather suddenly taken off the consumer market. 


As the final step in this deflation of consumer 
demand, the rise in consumer prices at the beginning 
of the year was actually sharper than the rise in 
disposable income, so that real current income was 
declining. The constant threat of further taxes, to- 
gether with the wide publicity given forecasts of still 
higher prices to come, apparently suggested to the 
consumer that his position was likely to get worse 
before it got better.t 

Retail trade, restored suddenly to a cautious de- 
pendence on current income, dropped sharply at the 
end of the first quarter, and continued through the 
rest of the year at levels which appeared to be sub- 


11951 has cast doubt on the general validity of the proposition 
that when consumers expect higher prices they will stock up. Early 
in the year the Federal Reserve Board, in its survey of consumer 
finances, found that consumers thought that prices were going to 
go up and yet that it was not a good time to buy. Other factors— 
taxes, savings, the state of consumer stocks, confidence in the long- 
term outlook—can apparently outweigh price expectations. 
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normal by all postwar standards. Despite generally 
higher employment and improved real wages, real 
consumption in 1951 ran several percentage points 
behind 1950. The savings rate, after running at about 
4% in the first months of the year, moved up swiftly 
to about 10% in the third quarter. For the year as a 
whole, it has probably averaged about 8%,.substan- 
tially higher than in any year since World War II. 
One of the ironies of 1951 is that such a savings rate 
was foreseen by economists a year ago, but for reasons 
diametrically opposite to those that actually pro- 
duced it. 


AN INFLATIONARY PSYCHOLOGY 


As the lull in consumer markets continued into late 
spring, the semipermanent character of the factors at 
work grew steadily more apparent, and hopes that a 
quick revival of trade would restore inventory-sales 
ratios to less rarefied levels began to fade. As inven- 
tory grew, however, price reductions came to mean 
larger and larger inventory losses. At the same time, 
the manufacturing sector exhibited a strong reluctance 
to correct the situation by restraining its output— 
partly because of an unwillingness to release labor at 
a time when the forecast was for a steadily tightening 
market. In the hard-goods area, the threat of in- 
creasingly severe materials controls likewise distorted 
normal policy. In general, however, the reluctance 
to lower prices and the costly hesitancy in curtailing 
output resulted from a persistently inflationary psy- 
chology that continued to radiate from Washington 
long after the time when some reappraisal of the out- 
look was clearly in order. This lag of psychology be- 
hind the facts was reflected almost throughout the 
year in polls of management outlook. 

Finally, other aspects of operations—working capi- 
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tal requirements, carrying charges on inventory, sea- 
sonal obsolescence, and the decline of many raw 
material costs—began to induce price concessions. 
In late spring, prices began to crumble at the retail 
level, and at the beginning of the summer output 
rates at the manufacturing level broke sharply. 

‘These cutbacks in the civilian sector occurred at 
a time when output of the defense sector was mov- 
ing sluggishly upward as tooling progressed, and while 
defense backlogs were climbing steadily. The con- 
trast between the two sectors belies the stability of 
the aggregate figures, and gives the year a strikingly 
dual character (see charts). In the durables sector, 
growing defense outweighed civilian cutbacks; total 
durables output rose despite the collapse of consumer 
durables markets. In the nondurables sector, the 
situation was reversed; cutbacks in textiles and ap- 
parel, among others, precipitated a sharp decline in 
totals, despite a defense-induced rise in chemicals 
and fuels. 


STABLE GNP IN LAST HALF 


In the latter half of the year, total figures for all 
output—the gross national product—remained rela- 
tively stable, but underneath the total the components 
were engaged in a ponderous shift away from the 
civilian sector and toward defense. The decline of 
inventory demand and of consumer demand had for 
nine months absorbed the steadily mounting de- 
mands of rearmament. 

What is most striking about the year is that its 
history can be written in broad outline with no more 
than passing mention of direct controls. It is a 
second irony of 1951 that the general ceiling price 
regulation apparently caught prices at what would 
have been their peak anyway. Given the other condi- 
tions of 1951, the freeze level was high enough so to 
restrict real demand in the consumer sector as to 
maintain a persistent downward pressure on both 
prices and output almost throughout the remainder 
of the year. And the return to market-controlled 
prices and the accompanying deflation of civilian em- 
ployment and profits was enough to take considerable 
pressure off wage controls in the nondefense sector. 
(Straight-time hourly earnings in manufacturing, after 
climbing 4% in the first half of the year, have since 
advanced at only half that rate.) 

While the importance of the direct controls waned 
during the year, the importance of the tax burden 
waxed. With the passage of the 1951 revenue act in 
October, taxes have become a principal—and perhaps 
an underestimated—force for deflation. By their im- 
pact on corporate liquidity and profits, they have 
induced a new caution among management; for the 
consumer they have provided a new ground for 
conservatism. 

And the progressive character of both personal and 


corporate (including excess-profit) taxes argues that 
their anti-inflationary value will grow as and if in- 
flation proceeds further. In connection with the new 
tax rates it is worth noting that their full effect will 
first be felt in the early part of 1952, when Treasury 
receipts rise to a sharp seasonal peak—the more sharp 
this year because of the acceleration of corporate 


payments. 
THE OUTLOOK 


Against this background of unexpected recession 
for major areas of business during 1951, business and 
business analysts are approaching the outlook for 
1952 gingerly and with humility. Expectations of a 
further rise of about $20 billion in the defense spend- 
ing rate, plus the more or less general opinion that 
volume in the civilian sector has reached its trough, 
argue for a general rise in activity and prices. This 
view is the consensus of virtually all recent surveys 
of informed opinion, including that of a representative 
cross section of Conference Board Associates reported 
elsewhere in this issue. 

The strongest support for this consensus lies, 
perhaps, in the Department of Commerce personal 
income figure, which as late as October showed a 
definite flattening of income originating in the busi- 
ness sector, but no clear tendency to turn down. That 
figure makes the important point that while civilian 
recession has offset the inflationary pressures of de- 
fense, the reverse is also true; rising defense has per- 
mitted an extraordinarily violent reversal of inventory 
policy to work itself along without an accompanying 
decline in total activity and total purchasing power. 


BUT STILL A RISE 


On the other hand, the dimensions of the rise in 
activity and prices which the majority now foresee 
have shrunk notably. With regard to prices, this 
shrinkage is due to a realization that the consumer 
sector, far from being pressed to capacity, is now 
idling along at well below its potential. With regard 
to output it is owing to several factors: the reported 
lag in defense production; the tightness of certain 
materials; and.the growing conviction, in the light 
of recent experience, that any reasonable estimate 
of normal consumer demand, in real terms, must fall 
somewhat below the bumper figures of the late post- 
war period. 

Looking ahead to the first few months of the 
new year, the consequences of the long delay in 
the deflation of business expectations to fit the facts 
of 1951 may not yet be completely obliterated. Low- 
ered resistance to increased wages and other costs 
during a year and a half of inflationary expectations 
has resulted in a price level that nobody likes, and 
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that nobody can now do much about. Strong price 
resistance and opportunistic buying have character- 
ized the consumer sector throughout the fourth quar- 
ter. It may take some months more of rising defense 
before the consumer is reconciled to the price level— 
and 1951 furnishes ample evidence that the consumer 
sector still dominates the business scene. 

And for a quiet but hardy minority, the course of 
1952 may well be down in spite of a mounting defense. 
In the main, this view is based on the opinion that 
demand for consumer durables, for building, and for 
plant and equipment are approaching, or indeed have 
already passed, a major cyclical peak, and that de- 
clines in these components of activity will more than 
offset the defense program as it is _ presently 
scheduled. 

The phrase “as it is presently scheduled” introduces 
a final note of caution. The scope of the defense pro- 
gram for the year ahead is in many respects already a 
closed book. But the eventual scope of the program 
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is very much open, and while revisions in the master 
plan may not affect the spending rate until 1953 or 
1954, their shadows may fall far ahead of them. The 
American military continues to feel urgently the need 
for a 50% expansion of our air power goals, and such 
evidence as is available on the balance of air power 
in the Far East adds weight to the argument. At the 
same time, there is growing evidence that America’s 
partners in the defense of the free world have begun to 
take a more deliberate view of international tensions. 
At least in some measure this view owes its popu- 
larity abroad to reappraisals of what fast rearmament, 
American style, would do to European economies. 

The wind from this direction could blow stronger 
in the event of a peace in Korea. It could, in fact, 
herald the need for a new set of decisions on the con- 
duct of the cold war. 

AuBert T. SOMMERS 
Business Analyst 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


The End of an Era? 


Have we abandoned our worship of easy money? 
A number of recent developments both at home and 
abroad suggest the query. It is evident that there are 
more men of less faith now to be found, but the record 
suggests that any answer carry qualifications. 


First, is the money market easy or tight right now? 


That depends upon the yardstick. There is no one 
around who will pay anyone—even Uncle Sam—to 
borrow from him. (There was a trick in those negative 
yields of the Thirties anyhow.) The “Vics” re- 
cently hit a new low. Top-flight long-term corporate 
borrowers have now to pay just about what they did 
in 1939. Fourth-grade stuff still sells to give a substan- 
tially lower yield than in the last prewar year— 
roughly 3.60% against 4.96%, according to Moody. 
Long-term governments pay a better return now 
than in 1939, but they are now fully taxable—as they 
were not in the earlier year. The Treasury is paying 
a good deal more for its short-dated money, too. Bor- 
rowers at the banks—and there are many of them 
these days—pay substantially more for accommoda- 
tion than in 1939. 

But was 1939 tight or easy? The yield on the best 
corporate bonds had moved down steadily from 
around 434% in 1929 to just about 3% in 1939 
(Moody). They never were much below 442% during 
the Twenties. Fourth-rate bonds moved down from 
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5.90% to 4.96% during the decade ending in 1939. 
There were even more drastic reductions in rates 
on customers’ loans at the banks. The 1929 rates in 
this case were somewhat higher than in many of the 
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years of the preceding decade, but not drastically so. 
Government bonds were yielding about 3.60% in 1929, 
and 2.41% ten years later. The 1929 figure could 
hardly be termed high in comparison with the rates 
in the Twenties. 


The money market, then, is now rather tight compared 


to those years when war needs and the then prevailing 
worship of almost costless money combined to create 
unparalleled ease. It is certainly not tight, viewed in his- 
torical perspective. 


Now for an answer to that question about the end 
of an era. 


What seems to have happened is that a growing de- 
fection has developed or is developing from the doctrine 
that extraordinarily easy money is per se desirable at 
all times and under all conditions. 


Of course, there are many who never have sub- 
scribed to this type of philosophy—and they now 
have more opportunity to make their influence felt. 


Availability of Funds 


There is another facet of this matter, changes which 
are not so easily measured. Not only the cost of 
funds but the volume of funds available at any price 
is an important factor. It is a fact difficult of statis- 
tical demonstration, but quite generally accepted, 
that the banks are “loaned up” to a degree consider- 
ably greater than in most recent years. 

They are “loaned up” in the sense that any sub- 
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stantial increase in their loans at the present time 
and under Federal Reserve policy of the moment 
would require borrowing from the Reserve banks, 
which most member banks prefer not to do. They 
also find it none too easy to expand present portfolios 
without doing violence to some restriction, voluntary 
or other, imposed or suggested by the authorities. 
The recent order of the Treasury cutting in half the 
amount of payroll deduction and social security taxes 
which a bank may carry to its so-called tax and loan 
account strongly suggests that Uncle Sam finds the 
money market tighter than it used to be. A broad 
hint of the same sort is implied in the act of the 
Treasury authorizing depository banks to carry in 
their tax and loan account their own purchases of 
tax anticipation bills and those made for customers— 
a profitable privilege the banks have generally taken 
advantage of. 

Recent corporate offerings in the securities markets 
have carried higher yields, and the market is still not 
in a position to assure issuers all the funds they seek. 
Rates evidently do not tell the whole story. 


Merely a Temporary Situation? 


Are these changes, whatever they are, an end of 
anything? Or are they but an interlude reflecting an 
effort, destined to be unsuccessful, to return to some- 
thing more nearly approaching financial orthodoxy? 
The answer to these questions will be found in the de- 
termination and success of the Reserve authorities in 
facing almost certain pressure from many quarters. 
The cue will be supplied by the Reserve bank govern- 
ment portfolios. Member banks are not expected by 
anyone to get heavily in debt to the Reserve and 
to remain so. Popular impression to the contrary 
notwithstanding, the Federal Reserve has not in re- 
cent months remained wholly aloof from the govern- 
ment securities markets. The twelve banks owned 
some $18.3 billion in governments on June 30, 1950. 
By the end of that year, their holdings had risen to 
$20.8 billion. By the end of March, 1951, the month 
in which the pegs were pulled, the figure was $22.9 
billion. On December 5, 1951, the banks reported 
$23.2 billion. 

Here are some of the questions now frequently 
heard in the financial community: 


® Can the Treasury manage its refundings and finance 
an expected cash deficit of several billions during. the 
current fiscal year at current rates and under current 
conditions? 


© Will private business be able to obtain the funds it 
wants for capital expansion or other purposes either in the 
securities markets or from the banks under existing credit 
policy? 

© If the answer to either or both these questions is in 
the negative, then the further query: Will the Reserve 
authorities let nature take its course or will it “come to 
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the aid of the defense effort?” Opinions on this matter 
are definitely not unanimous at the present moment. 


Is There a Shortage of Working Capital? 


Working capital (defined as current assets less 
current liabilities) has been increasing steadily for 
years, as may be seen in the accompanying chart. 
However, it has not been growing as rapidly as sales, 
which offer a rough measure of the volume of business 
and hence are an indication of the amount of work- 
ing capital required. It is probable, though, that 
current concern—and there is some concern—has 
more to do with the cash position of the corporations 
than with working capital as such. During the past 
year or two, inventories have constituted a rapidly 
growing proportion of current assets, and cash and 
governments a declining proportion—inventories, 
41.2% at the middle of 1950, against 44.3% on June 
30 last; cash and governments 35.0% and 31.1%. 

The accelerated rate of payment of corporate in- 
come taxes will have a direct bearing on this cash 
situation. As is well known, income-tax accruals 
have been an important source of current financing for 
corporations for years past. They will be next year, 
but corporations must pay 70% rather than 50% of 
their taxes on 1951 income during the first half of 
next year. 

The rates have gone up, of course, and tax accruals 
(assuming no great decline in before-tax income) on 
next year’s income will be larger—but not large 
enough, so some bankers believe, to offset the accel- 
erated rate of payment. If these estimates of the 
situation prove correct, it may well be that bank 
loans paid off with funds provided by normal seasonal 
inventory liquidation will be replaced by loans to 
meet accelerated tax payments. A disappearance of 
seasonal fluctuation in the demand for bank loans, 
or a reversal of it as between the first and second 
half of the year, could be one result. 


Where Is the Money Coming From? 


It appears to be quite generally, if not almost uni- 
versally, anticipated that expenditures for plant and 
equipment in 1952 will again be very large—ap- 
proaching if not reaching the 1951 total. Where is the 
money coming from for any such capital outlay? This 
is a question often heard these days. The question is 
obviously a legitimate one. Yet, as the accompanying 
chart shows, businesses often obtain funds for capi- 
tal purposes without resort to the market place. The 
statistics of capital expenditures include, of course, 
those made from depreciation reserves and _ those 
charged to current operations (substantially “capital 
consumption allowances” as indicated on the chart). 
These latter have been rising for years, but not so 
rapidly as have capital outlays. In addition, un- 
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distributed profits available for capital purposes to- 
taled upwards of $7 billion in 1950 and have been 
increasing from quarter to quarter this year. (See 
The Business Record for December, 1951.) They 
may decline in the months to come but are certain to 
remain a source of substantial funds for capital 
purposes. 
FREDERICK W. JONES 


Division of Business Economics 
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Steel 


R. F. Sentner, executive vice-president, United States 
Steel (in an address to the Institute of Cooking and Heat- 
ing Appliance Manufacturers, December 3)—“With the 
direct military procurement in 1951 being not more than 
10%, increased production alone, in effect, provided the 
military needs, leaving a full measure of steel for all other 
requirements. In 1952, the direct military requirements 
may require as much as 15% of the national production, but 
this increased requirement again will be largely offset by 
increased availability, again leaving a full measure of steel 
for all other requirements. . . . With new facilities coming 
in during 1952, I believe the industry will have capacity 
for the production of more than 110 million ingot tons. 
. . . There are existing factors which may well bring over- 
all steel demand into balance with over-all supply during 
the year 1952.” 


General 


Earl L. Buntz, professor, Purdue University (in an address 
to the American Bankers Association, December 5) —‘“Mild 
price inflation is in prospect for the next two years. If a 
general war is avoided, sharply rising prices are not ex- 
pected. The general price level may advance as much as 
3% to 5% a year in the next couple of years. . . . By late 
1952, when we hit our stride in military production, it 
should be possible to absorb the major part of our military 
production from increased total national production, and 
go on from there with decreased inflationary pressure, 
barring total war.” 


Federal Reserve Bank of Philadelphia (The Business 
Review, November) —‘‘This bank has just completed its 
sixth annual survey of capital expenditures in Philadel- 
phia. . . . (1) Local utilities plan to spend more in 1952 
than they did this year—up 47%. (2) Manufacturing con- 
cerns are planning to spend less—down 20%. (3) Manu- 
facturers have most of the money in hand to build and to 
buy new equipment.” 

Neil H. Jacoby, Dean, University of California (in an 
address to the California Bankers Association, Dec. 5)— 
“What will be the probable movement of each (of the) 
major components of expenditure that make up total value 


(Continued on page 25) 


Distribution of Advertising Expenditures 
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major media as a percentage of total advertising expenditures 
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advertising expenditures of American business 

in 1951 were again greater than the year be- 
fore. But, when the detailed figures come in some 
months from now, they may well show that increases 
failed to materialize for two of the major media— 
newspapers and radio. This, at least, is what data for 
the first ten months suggest. The reason: television. 

The dollar volume of television advertising last 
year was probably almost triple 1950. Most of the 
other media—magazines, direct mail, outdoor adver- 
tising, and business papers—also enjoyed increases, 
but of a much smaller magnitude, possibly from 5% 
to 15%. For radio, however, last year was the first 
in more than a decade in which advertising revenues 
failed to expand. It was the first halt in the uptrend 
in six years for newspapers. 

Radio and newspapers thus appear to be the only 
media that have felt the impact of TV to any marked 
degree. Some companies apparently switched a siz- 
able portion of their advertising to television from 
other media, especially from radio and newspapers. 
But most companies are more or less maintaining, 
and some perhaps even increasing, their volume of ad- 
vertising in other media. 

Total advertising expenditures for all media in 1951 
came to approximately $6.3 billion) about 10% 
above 1950. And TV took about one half the total 
increase. What would have happened without the ad- 
vent of TV is, of course, conjecture, but it is not un- 


1Throughout this article advertising expenditures represent total 
outlays for space in printed matter, time on radio and TV, and all 
attending production and talent costs. 
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ADVERTISERS TURN 
TO TELEVISION 


likely that the total volume of advertising expendi- 
tures would have been roughly the same, only differ- 
ently distributed. At the moment, TV seems to be 
taking much of its bite from the usual annual incre- 
ments in advertising expenditures, rather than from 
switchovers from other media. 


TELEVISION'S SHARP ADVANCES 


TV’s advertising expansion has been dramatic. 
American industry spent only $68 million for adver- 
tising on TV in 1949 and raised it to $185 million in 
1950—1.3% and 3.3%, respectively, of total advertis- 
ing expenditures. When final figures for 1951 appear, 
advertising expenditures on television will probably 
approach one-half billion dollars, about 8% of the 
estimated $6.3 billion total advertising outlay for all 
media. At 8%, TV ranks among the big five media, 
the others being newspapers, radio, magazines and 
direct mail. 

There are now more than 5,800 advertisers spon- 
soring more than 6,000 TV shows. Among the heavi- 
est sponsoring industries have been food, tobacco, 
household equipment and supplies, automobiles, 
toiletries, beer, wine and liquor, drugs, and remedies, 
and soap, cleaners, and polishes. Except for house- 
hold equipment and supplies, and automobiles, these 
groups also advertise heavily on radio, and are proba- 
bly the main fields in which radio is losing ground. 

These advances really rest on the spectacular in- 
crease in television set ownership.? Only three years 
ago TV was an infant. At the end of 1948, fewer than 
one million of the nation’s 41 million households had 
television sets. Such a limited audience could not draw 
a large number of advertisers to the medium. As of 
June, 1948, there were 234 advertisers® using television 
to sell their products. The amount of money spent 
in 1948 probably totaled less than $20 million. And 
in 1947 the amount was almost negligible. 

After 1948 television set ownership mushroomed. 
Consequently, more and more advertisers were at- 
tracted to the medium. The number of homes with 
sets Jumped from 3.8 million by the end of 1949, to 
10 million by the 1950 year-end, and now stands at 


“Rorabaugh Report on Television Advertising, July-Sept., 1951.” 

*For an analysis of TV’s growth see The Business Record, Fcb., 1951, 
p. 72, “Looking at Television Now.” 

*“Rorabaugh Report on Television Advertising, July-Sept., 1951.” 
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about 14 million.1 Today about one third of United 
States households have TV sets. 

In some of the large metropolitan areas—Baltimore, 
Boston, Chicago, Cleveland, Detroit, Los Angeles, 
New York and Philadelphia—from 60% to 75% of the 
families own TV sets. Moreover, well over one half of 
the homes with receivers are situated in these eight 
market areas. As a result, a heavy proportion of adver- 
tising is directed to the audience in those sections of 
the country. 

Television, already a major medium, has obviously 
not completed its growth. In the years immediately 
ahead, as television set ownership continues to ex- 
pand, TV may well outrank radio, magazines, and 
direct mail in share of total advertising expenditures. 
And at such a time when sets have found their way 
into the bulk of American homes, it is not inconceiv- 


1There are about 15.3 million TV sets in use today. Second sets 
in TV homes and receivers in public places account for the addi- 
tional 1.3 million sets. 
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able that television might approach or even surpass 
newspapers, now far and away the first ranking me- 
dium in volume of advertising. 

Radio’s growth as an advertising medium contrasts 
sharply with that of television. It was only in early 
1930, about a decade after the introduction of radio, 
that one third of the then 30 million households owned 
radio sets. After only five years of commercial pro- 
duction, television is in practically one third of today’s 
44 million households. 

Advertising on radio advanced even more slowly. It 
took radio about seventeen years to equal TV’s current 
percentage of total advertising outlays. Furthermore, 
it took a quarter century (that is, till 1946) before 
radio advertising revenues reached a half-billion dol- 
lars—TV’s probable volume in 1951. Of course, the 


costs of advertising have risen faster during TV’s 
growth. 


COMPETITIVE SHIFTS 


Competitive shifts in advertising go on all’ the 
time, of course, even apart from the entrance of new 
claimants like radio and TV. Significant changes have 
occurred in the percentage distribution of advertis- 
ing expenditures in the past decade, even while out- 
lays for each medium have generally been increasing. 

Newspapers’ share of the total advertising dollar 
is down markedly from the late Thirties. In the pre- 
war period 1935-1939, newspaper ads took 42.5% of 
total advertising expenditures. Then during the war 
their proportion dropped steadily, falling to 32.1% in 
1945. In the five years immedately following the war, 
newspapers recouped some of their competitive losses, 
receiving a bit more than 36% of total advertising in 
1949 and 1950. While still leading other media by 
far, their share last year probably stood at about 33%. 


National ys. Local Advertising — 
Millions of dollars 
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Before the war, 8.5% of advertising expenditures 
was channeled into radio. Its proportion of the total 
rose steadily through 1945, when it reached 16.3%, 
but has been declining steadily since. By 1950 it had 
dropped to 11.7%; and last year was even less, 
probably slightly over 10%. 

Advertising in magazines averaged 8.8% of the 
total for 1935-1939, went to 12.7% in 1945 and 1946; 
then the trend was reversed, dropping to 9.0% in 
1950. Magazines received a like share last year. 

Direct mail fared worse than any other medium 
during the war and in the immediate postwar period. 
While total advertising expenditures by 1945 had risen 
50% above prewar, with practically all media sharing 
in the increase to a greater or lesser extent, direct- 
mail advertising during that period actually fell 10%. 
As a percentage of total advertising outlays, direct 
mail’s share dropped from an average of 13.9% dur- 
ing 1935-1939 to 8.4% in 1945 and 1946. Recently 
it has risen substantially, and in the past four years 
has been absorbing about 14% of the total. 

The competitive losses suffered by newspapers and 
direct mail and the gains made by radio and maga- 
zines during the war can largely be explained by the 
different emphasis in advertisers’ messages during that 
period. With a high level of national income but 
shortages in many lines of goods, especially consumers’ 
durables, selling products was on the whole not very 
much of a problem. As a result, a significant portion 
of competitive advertising gave way to increased in- 
stitutional advertising. Radio and magazines were 
considered more adapted for institutional advertising, 
and so received increased revenues at the expense of 
newspapers and direct mail. 

Shortage of newsprint was probably an additional 
factor holding down newspaper advertising during 
the war. During 1943 and 1944, for example, the 


supply of newsprint was down 5% and 10%, respec- 
tively, from 1939. 


In the past decade, national and local advertising 
revenues rose at approximately the same rate.t Last 
year both were three times their 1941 volume. How- 
ever, during the six years preceding World War II, 
national advertising expanded at a faster rate than 
local. From 1935 to 1941, national advertising rose 
45%, while local increased less than 20%. (See chart.) 

A heavy increase in outlays for radio programs by 
national advertisers was the major factor pushing up 
total national advertising. National radio advertis- 
ing shot up 140% from 1935 to 1941, while most 
other media increased in the neighborhood of 50% to 
70%. National advertising expenditures for news- 
papers rose only 8% during this period. 

The enormous expansion of the radio audience was 
probably the prime reason why radio drew more ad- 
vertising. From 1935 to 1941, the number of homes 
with radios increased from 22 million to 30 million, 
or about one third. And total radio sets in use (in- 
cluding radios in homes with more than one radio, 
radios in business places, institutions, etc., and auto- 
mobile radios) soared from 30 million sets to 56 
million. 


COSTS PICTURE 


Advertising costs, like all other costs, have risen 
substantially since before the war. According to a 
survey made several months ago by Advertising Age 
advertising space costs (i.e., per page in magazines, 
per 1,000 lines in newspapers, radio time rates, etc.) 
have increased somewhere in the neighborhood of 60% 
since 1939. 

Production costs have generally risen more sharply 
since 1939. For example, printing wages are up about 
125%, photography costs have doubled, art materials 
prices have risen anywhere from several percentage 
points to 300%, and electrotyping and engraving 


1National advertising refers to advertising of products which have 
national distribution. Local advertising is that advertising which 
is directed to a local audience; i.e., retail trade, banks, etc. 


BUSINESS RECORD 


costs have increased from 50% to 80%. Radio talent 
costs have at least doubled. Therefore, total costs 
of an advertising campaign in 1951 were as much as 
twice as expensive as a comparable campaign would 
have been in 1939. 

Advertisers are now getting more value, however, so 
real costs have risen less than is suggested by the 
raw figures. Newspaper and magazine circulation has 
increased by about 35% and 60%, respectively, since 
prewar. The number of homes with radios has risen 
from 28 million in 1939 to 42 million currently, or 
50%. So, roughly speaking, actual cost per page 
per thousand circulation for newspapers and maga- 
zines, and cost of radio time per thousand radio 
homes (including production costs in all cases) may 
well be less than 50% above 1939. 

Of course, the expansion in newspaper and maga- 
zine circulation and the increase in the number of 
radio homes may not necessarily lead to an equal 
rise in value received by an advertiser. This can 
depend on the kind, geographical distribution, and 
extent of duplication in the greater number of poten- 
tial customers reached. In addition, television now 
also covers important sectors of markets once reached 
only by the older media. On the other hand, since 
production has risen more than population as well as 
family formation, the need to reach more people could 
‘dominate. Further, new products may find greater 
or even duplicating coverage especially advantageous. 


Suirtey S. Horrman 
Division of Business Economics 


NEW STATISTICAL SOURCES 


Regional Trends in the United States Economy — 
An analysis of the prewar and postwar economic growth 
of the seven major geographic areas. This report, issued 
as a supplement to the Department’s monthly magazine 
Survey of Current Business, carries a statistical appendix 
furnishing a wealth of data on income, production, popu- 
lation, employment, agriculture, mining, forestry and 
resource development for every state and region.—U. S. 
Department of Commerce. Washington: Government Printing 
Office (also available from local Commerce field office) 1951, 
121 pp. $1.00. 


New Index of Output of Major Consumer Durable 
Goods—A monthly index of the physical volume of out- 
put of selected durable goods has been developed for the 
period since January, 1947. This new measure, together 
with retail sales and other data available for an approxi- 
mately similar list of products, provides a more nearly 
complete basis for analyzing output and distribution 
changes’ in this volatile sector than has heretofore been 


JANUARY, 1952 


13 


available.—Federal Reserve Bulletin, October, 1951 issue, 
pp. 1235-1240. 


Foreign Trade of the United States, 1936 - 1949 — 
This is a new publication that presents the first long-term 
tabulation since 1941 of United States exports and im- 
ports. The statistical material covers such pertinent fields 
as total exports and imports, foreign trade by economic 
classes and commodities, geographic distribution of foreign 
trade, exports and production of movable goods, and aid and 
relief exports.—U. S. Department of Commerce. Washington: 
Government Printing Office, 1951, 58 pp. 36 cents. 


Yearbook of International Trade Statistics—This, the 
first issue of the yearbook, contains statistics of 42 coun- 
tries. It gives figures on trade analyzed by commodity 
and analyzed by country of origin and destination for a pre- 
war year and for 1947-1950. In addition, historical series 
of total trade are shown for each of the years 1930-1950. 
This yearbook is a continuation of “International Trade 
Statistics” published by the League of Nations during the 
Thirties—United Nations. New York, 1951. Sales No. 
1951. XVII. 2, 174 pp. $1.75. 


Manufacturing Employment by State, 1950—This report 
is the fourth in a series of five volumes under the general 
title “Employment, Hours and Earnings—State and Area 
Data.” The current volume presents 1950 monthly data 
for each of the states and revised data for 1947 through 
1949. It is a continuation of similar compilations of state 
data prepared each year by BLS. The titles of the other 
volumes are: “Area Employment, 1950,” ““Nonagricultural 
Employment by State, 1950,” “Hours and Earnings in 
Manufacturing by State and Area, 1947-1950,” and 
“Summary Volume—State and Area Data.” All five vol- 
umes will be prepared annually.—U. S. Department of Labor, 
Bureau of Labor Statistics, 1951, 49 pp. Free. 


Handbook of Labor Statistics—A compendium of major 
statistical series on labor and related subjects from their 
start to January, 1951, largely drawn from BLS sources. 
—U. S. Bureau of Labor Statistics. Bulletin No. 1016, 
1950 edition, 239 pp. $1.26. 


National Income Statistics of Various Countries— 
1938-1950—This report is the first of a series aimed at 
bringing the latest information in the field of national in- 
come in convenient form and without delay. It is intended 
as a supplement to the second national income yearbook, 
“National Income Statistics of Various Countries, 1938- 
1948.” Included in the report are estimates of total na- 
tional income for 1938 to 1950, as well as totals adjusted 
for greater international comparability. Statistics of the 
composition of national income by industrial origin, distri- 
butive shares, and expenditure categories, and the avail- 
able estimates of national and per capita income in con- 
stant prices are shown for the same period. In addition, 
estimates of total national income for the period 1919 to 
1938 have been included in the appendix.—United Nations. 
Statistical Papers, Series E, No. 2, 1951, 55 pp. 26 cents. 


National Income and Its Distribution in Under-Devel- 
oped Countries—A study dealing with the levels of 
national income attained in various countries, the distribu- 
tion of income to the different socio-economic groups of the 
population, and the foreign commitments and claims of 
countries.—United Nations Statistical Papers, Series E. 
No. 3, 1951, 35 pp. 40 cents. 
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are somewhat different from those of other age 

groups. A larger inventory of furniture and equip- 
ment and more sedentary pursuits reduce their con- 
sumption needs below those of younger persons. At 
the same time, greater reliance upon income in kind 
and the liquidation of assets decrease their dependence 
upon current money income. 

Appraisal of the financial well-being of older per- 
sons in terms of average requirements and of the com- 
mand of their current income over these requirements 
thus is faulty and results in an unnecessarily dim 
view. When assets and income in kind are also con- 
sidered, and the yardstick against which they are 
measured takes into account the reduced needs of 
older persons, the picture brightens considerably. Even 
then, however, it is evident that a large segment of 
our aging population has insufficient resources of its 
‘own and must in whole or in part depend upon 
the charity of friends, relatives, and private and public 
welfare agencies for the necessaries of life. 


[: COME and expenditure patterns of older persons 


ANNUAL INCOME 


The cost of a modest budget for elderly couples 
living in large cities averaged about $1,800-$1,900 a 
year ($150-$160 a month) in September, 1951, and for 
aging individuals about $1,080-$1,140 a year ($90- 
$95 a month)! This is some 15%-25% less than 


1Estimates of the annual cost of an elderly couple’s budget have 
been prepared by the Bureau of Labor Statistics for thirty-four large 
cities. In October, 1950, it ranged from $1,602 (New Orleans) to 
$1,908 (Milwaukee) and fell between $1,700 and $1,800 in nearly 
half the cities. 
_ September, 1951, costs were estimated by applying the percentage 
increase in the consumers’ price index to the October, 1950, average. 
The siete individual’s budget was assumed to cost 60% of the elderly 
couple’s. 
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would be required to purchase a comparable level of 
living for the average family of these sizes. But the 
gap between annual money income of elderly units 
and the average consumer is considerably greater. 

Data on annual money income are available from 
the Federal Reserve and the Bureau of the Census. 
According to the former, which relates its findings to 
“spending units,” seven out of ten units headed by an 
elderly person had annual money income of less than 
$2,000 in 1950, while only three out of ten of all 
spending units surveyed fell in this low-income group. 
(See table, page 18)! The Census figures, which re- 
late to individuals, indicate similar low incomes for 
the aging group. In 1949, somewhat more than one 
half had either no income or income of less than $500, 
and almost three fourths were below the $1,000 mark. 
Only about one out of seven received an income of 
$2,000 or more. (See chart on page 17.) 

The Census income distribution should be in- 
terpreted in light of the following qualifications: (1) 
married women with no independent income were 
classified in the no-income group; (2) income referred 
to excludes not only income in kind but also money 
receipts from sale of property, insurance payments, 
gifts, withdrawals from bank deposits and lump-sum 
inheritances. 


1A spending unit is defined as all persons living in the same dwelling 
and belonging to the same family who pool their incomes to meet 
their major expenses. 


Persons 65 Years of Age and Over Receiving Income 
from Specified Sources, September, 1951 


In millions 
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Total population aged 65 and over..... 6.8 
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Other government programs....... ‘5 
Payments related to need: j 
Old-age assistance................ 1.4 
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OF THE AGING 


The type of support and living arrangements of 
persons within each income group in 1948 has been 
described by Jacob Fisher, economist for the Social 
Security Administration. Since there was probably 
little change between 1948 and 1949, his observations 
are summarized here. (See box.) 


RESOURCES 


Implied in Mr. Fisher’s discussion, is the fact, al- 
ready pointed out here, that the economic status of 
the older individual may be only partially measured 
by his annual money income. Cognizance must also 
be taken of his accumulated assets—bank account, 
life insurance, real estate, business interests, etc.— 
and the imputed income from such things as an 
owned home, home-grown food, and gifts from friends 
and relatives. 

Surveys by the Federal Reserve and studies by the 
Bureau of Old-age and Survivors’ Insurance of re- 
sources of beneficiaries provide interesting informa- 
tion on some of these items. The former relate to 


Assets, Liabilities, and Net Worth of Spending 
Units in Early 1950 


Per cent distribution 
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Spending Units Headed by Persons 65 and Over 


MIN aR eg aa ao le CAS Sn ye 718 la 
(UnderelO00mesee ass. foe hee: te 26 9 26 
$1,000-$4,999................ bia 13 9 15 
$5,000-$24,999............. <a 44 2b 42 
$25,000 and over 15 2c 14 
Amount or ownership not ascertained. . 2 d Qg 
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a Negative net worth. Zero amounts of net worth are entered in the under-$1,000 
group. 
b $5,000-$9,949. 

ce $9,950 and over. 

d Less than one half of one per cent. t 2 

Note: Assets include United States savings bonds, checking accounts, savings 
accounts, owner-occupied homes, owner-occupied farms, other real estate, auto- 
mobiles, business interests, and corporate stock. Not included are currency, life 


insurance, and furniture, clothing and jewelry. 


Source: Federal Reserve 
i TEU U EEE NnE EEE EE SEES SEER 


JANUARY, 1952 


15 


Average Monthly Payment 
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Data for 1951 are for September; all other years for December 


Source: Social Security Administration 


assets, liabilities, and net worth (the excess of assets 
over liabilities). Three out of five spending units 
headed by a person 65 years of age or over had total 
assets valued at $5,000 or more in early 1950. Assets 
of $5,000 at 242% would produce about $37 a month 
for a husband and wife aged sixty-five for the average 
number of years of expected life. On the other side 
of the fence, as many as one out of four elderly spend- 
ing units had assets valued at less than $1,000. 

There is relatively little indebtedness among older 
consumers. Only show one fifth reported liabilities 
of any size, and only 4% liabilities in excess of $5,000. 
As a result, the distribution of net worth of elderly 
spending units follows closely the distribution of total 
assets. 

Net worth tends to be largest in late middle age, 
just before retirement. (See chart.) This probably 
reflects both an attempt to save for old age and a 
reduced financial burden because the children of the 
family are by then generally out on their own. Aver- 
age net worth remains relatively large for the group 
already aged. In fact, one out of seven had net worth 
of $25,000 or more, the highest proportion of spending 
units in any age category. 

Equity in a home probably accounted for a good 
proportion of the net worth of the aged. Sixty-five 
per cent of nonfarm families headed by an oldster 
in early 1950 owned their own homes, and the equity 
in over three out of five of them exceeded $5,000. 
Liquid assets probably accounted for a small pro- 
portion. A breakdown of liquid assets by age of spend- 
ing-unit-head is not available for 1950. The 1949 
data indicate that three out of five elderly spending 
units had either no liquid assets or liquid assets of 
less than $1,000, and that only 15% had liquid assets 
of $5,000 or more. 
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Net Worth of Spending Units, by Age of Head 
of Unit, Early 1950 


Per cent 


14 13 


$25,000 & OVER 
t eZ 
18-24 25-34 35-44 45-54 55-64 


65 & 
OVER 


Percentages within each age group add up to 100% except for one or 
two percentage points in each classification for which net worth 
was not ascertained. 


Source: Federal Reserve 


Home ownership is an important resource of the 
aging, as is borne out in the various studies made be- 
tween 1941 and 1944 of OASI beneficiaries. These 
showed equity in a home to be the beneficiaries’ 
principal asset. The value of other assets was typi- 
cally small and provided little financial security for 
most beneficiaries. In three survey areas studied, not 
over one sixth, and in two, not over one fourth of the 
retired male workers had assets enough to last for 
their life expectancy if withdrawn at the rate of $25 
a month.! 

The average income equivalent of an owned home 
is difficult to estimate. Its benefits are threefold. 
Home ownership, especially when there is no mortgage 
debt, usually makes current housing costs cheaper 
than rent. It increases the chances of a joint living 
arrangement. And sometimes it creates the possibility 
of an income from the property by renting rooms. 


SOURCES OF INCOME 


The major sources of income of older persons today 
may be grouped into four main categories: (1) earn- 
ings from employment; (2) return from individual 
accumulations of assets; (3) benefit payments from 
programs (public and private) based on past employ- 
ment or service; and (4) assistance from public 
agenices, private charities, friends or relatives. 

There is no reliable current information regarding 
the whole second category; 7.e., income from savings, 
investments, annuities, etc. Nor is it known just how 
many persons are wholly or partly dependent upon 
private retirement pensions under category (3) and 
private charitable aid, and gifts under category (4). 
Data on the remaining sources of income are relatively 
complete, although they involve some duplication. 
They are shown for September, 1951, in the table on 
page 14, and a brief description of each follows. 


Employment 


Employment contributes some income to 4 million 
persons sixty-five years old or over—to 3 million of 
them by virtue of holding jobs or working for them- 
selves, to 1 million by virtue of being married to work- 
ing men. Employment is the chief single source of 
income and is regarded now as the most satisfactory 
one, both for the aging individual and the whole 
economy. But it may be out of the question to place 
many of the elderly in jobs—those beyond age 
seventy-five, the disabled, and women who spent 
their younger years as homemakers.” For such persons 
income must be obtained from other sources. 

Most important of the other income sources is 
_\For the female primary beneficiaries, the corresponding propor- 
tions were 8%-14%. “Resources of Beneficiaries of Old-age and 


Survivors Insurance,” by Edna C. Wentworth and Margaret L. 
Stecker, Social Security Bulletin, November, 1949, p. 7. 


See “Perspective on Older Persons,” in The Business Record 
October, 1951, for a discussion of labor participation of the aging 
and a description of oldsters who are now outside of the labor force. 
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the Federal Old Age and Survivors’ Insurance pro- 
gram (OASI). The 3.2 million aging persons in re- 
ceipt of such benefits in September were composed of 
2.2 million retired workers who had earned benefit 
rights in employment covered by the program; .6 
million wives or husbands of retired workers; and .4 
million widows, widowers, and dependent parents who 
survived insured workers. 


Goal of OASI 


When the OASI program was adopted in 1935, it 
was the intent of Congress that it should become 
the nation’s primary method of preventing dependency 
in old age. This principle was reaffirmed when the 
1950 amendments were passed to strengthen and ex- 
pand the program. Yet, in September, 1951, only a 
small proportion of our elderly were in receipt of such 
benefits. Few as they were, they represented a gain 
of 1 million persons over a year earlier. 

There are several technical reasons why there are 
not more older persons receiving benefits. For one 
thing, it was impossible when the program was initi- 
ated to provide insurance benefits for the already re- 
tired group past age sixty-five (there were 8 million 
persons in this age group then), as benefits were 
contingent upon employment and contributions in 
covered jobs. Another factor is that until 1950, only 
about three out of five jobs were considered covered 
employment, making it impossible for millions of 
workers to obtain an insured status under the pro- 


1See “More for More” in The Management Record, October, 1950, 
for a description of the amendments. 
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gram. And lastly, benefits are withheld when the 
aging person earns more than $50 a month in cov- 
ered employment ($15 prior to the 1950 amendments) 
and close to a million and a half have chosen to work 
in preference to retiring on social security.! Instead 
of retiring at age sixty-five, when the law permits, the 
average male insured worker has waited until he is 
almost sixty-nine and the female until she is sixty- 
eight.? If all in the older group who are currently 
eligible for benefits were to cease work or to reduce 
their monthly earnings below $50, the number of aging 
OASI beneficiaries would jump from 3.2 million to 
about 5 million. 

It is expected that the insurance program will con- 
tribute support to a rapidly increasing proportion 
of the aging in the years ahead. The 1950 amendments 
extended coverage to 10 million additional jobs and 
made it much easier for persons of already advanced 
years to qualify for benefits. While the effect of the 
latter change has already begun to be felt, the full 
impact of the amendments will not really hit until 
mid-1952. By then, persons totally uninsured prior 
to the 1950 amendments will have had a chance to 
acquire six quarters of coverage. 

Present arrangements are such that in the more dis- 
tant future practically all retired persons will have 
incomes from retirement plans. Nine out of ten 


1The income disqualification for self-employment is $100 a month. 
See “The Retirement Test Today,” in The Business Record, April, 
1951, for a discussion of these provisions. 

“Retirement Ages Under Old-age Insurance,” by Robert J. 
Myers, in American Economic Security, September—October, 1951, 
Chamber of Commerce of the United States. 


Income Distribution of Persons Sixty-five and Over in 1949 
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persons who work for a living are now earning retire- 
ment protection under one of the public systems— 
85% under OASI, 15% by other government retire- 
ment programs.! The latter—veterans’, railroad, civil 
service, other federal, state and local government 
retirement programs—provide monthly benefits to 
about one million persons in the 65-plus group at 
present. 

And pension plans in private industry are estimated 
to cover 10 million workers if the workers stay “put” 
with a company long enough. An informed guess as 
to the number who are currently receiving such pen- 
sions is about 300,000 persons. 


OLD-AGE ASSISTANCE 


Old-age assistance—the federal-state-local program 
which is based upon need—provides 2.7 million elderly 
persons with all or part of their income. The propor- 
tion of older persons receiving assistance payments 
varies considerably from state to state, as does the 
average amount of the payment. In September, 1951, 
more than half the older persons in Louisiana and 
Oklahoma received OAA checks, while fewer than one 
tenth collected OAA in some seven states including 
New York, New Jersey, and Pennsylvania. Variations 
in recipient rates are owing to the nature of the pro- 
gram, which allows the states considerable leeway in 
establishing standards of need, the proportion of older 
persons within the states eligible for OASI benefits, 
the relative wealth of the states, the comparative 
political power of the older group, and other factors. 

OAA reached a peak in September, 1950, both in 
terms of number of recipients and amount of money 
paid out, and has declined almost every month since. 
A year later, 87,000 fewer persons were receiving 
such payments and $3 million less was being paid out. 
Improved business conditions may partly account 
for these declines, but expanded and increased OASI 
benefits are the major cause. As the OASI program 


Retirement Plans Under Social Insurance and Collective Bar- 
gaining in the United States,” by R. M. Ball, paper delivered at the 
Second Gerontological Congress, St. Louis, September, 1951. 


Income Distribution of Specified Spending 
Units, 1950 


Per cent distribution 
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$4,000-84,909........ 0... 0. cece 3 
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Source: Federal Reserve 


INCOME OF THE AGING 


“The . . . ‘no-income’ group included some per- 
sons living on withdrawals from savings and sale of 
assets. More than nine in ten were living with 
related persons and presumably were being supported 
by them in whole or part. More than eight in ten 
were women, almost half of whom were living with 
a husband who was probably an income recipient. 


“Almost half . . . with money incomes less than 
$500 were old-age assistance [OAA] recipients; about 
one quarter were old-age and survivors insurance 
[OASI] beneficiaries. Probably fewer than ten per- 
cent had any income from employment. More than 
three fourths were living with related persons and may 
have been supported in part by them. 

“OAA recipients and OASI beneficiaries comprised 
the bulk also of . . . the income class $500-$1,000. 
More than six in ten may have been supported in 
part by the relatives with whom they were living. 

“Earners probably outnumbered assistance recipi- 
ents and OASI beneficiaries among . . . persons with 
incomes between $1,000 and $2,000. There were more 
beneficiaries of social insurance and related programs 
than there were assistance recipients, the reverse of 
the situation in the income classes below $1,000. The 
number living with relatives was proportionately 
larger than among persons in the $500-$1,000 class, 
but probably more of such related persons were 
dependents rather than sources of support. 


“At income levels above $2,000 the relative num- 
ber of persons with income from employment in- 
creased. There was a sharp decline in the number 
of OASI beneficiaries, and there were no public assist- 
ance recipients... . 


“Considerably further up the income scale . . . in- 
come from accumulated assets (dividends, interest, 
and so on) became more important than earnings.” 
Source: “Income of Aged Persons, 1948,” by Jacob 
Fisher, Social Security Bulletin, July, 1951, p. 13. 


spreads to a larger proportion of the elderly, the role 
played by OAA is expected to continue to shrink. For 
the next several years, however, it will carry an im- 
portant part of the load of persons already old. 


INSURANCE vs. ASSISTANCE 


The 1935 blueprint for economic security took 
into account that the majority who were already aged 
would not be able to qualify for insurance benefits 
and would need financial help. That is why the 
Social Security Act also provided for federal con- 
tributions to state and local old-age relief programs. 
Nevertheless, it came as something of a surprise that 
the assistance program so outnumbered and outspent 
the insurance program (see chart on page 14). It 
is only in the last few months that there have been 
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more aged OASI beneficiaries than OAA recipients 
and that the cash outlay for the former has exceeded 
the latter. 

Based as it is upon the need of the individual to 
obtain the essentials of living, the OAA has been much 
more sensitive to increases in the cost of living than 
has the OASI, which is based on a formula related to 
past wages. 

In 1940, the average insurance benefit and the 
assistance payment was each about $20. In August, 
1950, just before the 1950 amendments became effec- 
tive, the average OAA payment had risen to almost 
$44 a month. But the average monthly insurance 
benefit had increased to only $23. 

At that time, more than 279,000 aged persons were 
receiving both OASI benefits and OAA payments, 
since their insurance benefit was insufficient to main- 
tain them. The 1950 amendments increased their av- 
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erage monthly insurance benefit by a little less than 
$16, resulting in 33,000 of them being dropped from 
the assistance rolls. But the bulk of persons who had 
received both insurance benefits and assistance pay- 
ments continued to need assistance even after the 
boost in benefits. Payments were reduced but not 
stopped for eight out of ten of them. 

Information is not yet available as to the exact 
dimensions of the effect on the OAA program of the 
liberalized eligibility requirements for OASI. The 
1-million gain in the number of OASI beneficiaries 
simultaneous with declines in both the number of 
OAA recipients and the average amount of OAA 
benefits indicate that it has been significant. 


Miriam Civic 
Division of Business Economics 


1Such data for the state of Pennsylvania appear in The Busines 
Record, Sept., 1951, p. 361. 


HIRINGS AND LAYOFFS IN BALANCE 


of employees—have been keeping up with rising 

prices thus far in 1951. In fact, they have done 
somewhat better than hold their own, according to 
the latest figures. Fortunately, for the less-favored 
majority, the upward movement in cost of living has 
been relatively modest this year compared with the 
second half of 1950 when the impact of war in Korea 
was accompanied by a sharp rise in prices. 

The industrial economy is working at near-capacity 
levels, with heroic efforts now under way to expand 
capacity, particularly in steel. Unemployment is close 
to the theoretical “frictional” level, with layoffs in 
nondefense industries balanced very closely by hirings 
in defense plants. The transition to rearmament has 
been smooth thus far. In fact, some critics consider 
that it has been too smooth, without sufficient push 
behind the idea of over-all arms production. None- 
theless, there has been only a slight dislocation in the 
economy, with an attendant salutary effect on the 
over-all business picture. Even the faint rumblings of 
possible management-labor discord are muted, with 
no one really expecting a major outbreak of crippling 
strikes. 


Bae ORY WAGE earners—the privileged sector 


IMMEDIATE LABOR PICTURE 
The outlook for containment of inflationary pres- 
sures igs not very bright, however, with further 
stretching of the so-called wage formula conceded to 
be likely. 
Civilan employment of 61.8 million in mid-October 
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was about the same as mid-September, as shown by 
the latest Census Bureau data. Nonagricultural job- 
holders number just over 54 million, which was prac- 
tically the same total as in September. Additional 
cutbacks in consumers’ goods industries were offset 
by gains in defense-type industries, along with some 
expansion in trade and service employment. Not- 
withstanding the leveling off in nonagricultural em- 
ployment, the latest estimates are around a million 
above the comparable month of last year. 

Employment of 7.7 million in October on the farm 
was not much changed from September. It was around 
800,000 fewer than a year earlier, when a late harvest 
swelled the 1950 total. Unemployment resisted the 
usual seasonal drop in October, but was as low as any 
October for the postwar period. The percentage of 
all civilian workers out of work in October amounted 
to only 2.5% against 3% in October, 1950. 


More Women Employed 


More than 450,000 women were added to the em- 
ployment total between September and October, with 
the bulk accounted for by nonagricultural industry. 
There are now just over 19 million women employed 
against 18.7 million a year ago. Were it not for this 
influx from the distaff side, there would have been a 
sharp drop in employment from September to October 
since close to 300,000 males left nonagricultural 
pursuits. 

Figures of the Bureau of Labor Statistics on non- 
agricultural employment reveal a slightly different 
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picture than is furnished by the Census Bureau. For 
example, employment in nonagricultural establish- 
ments has dropped off slightly, according to BLS, 
against a fractional increase reported by the Census 
Bureau. Variations are negligible, however, and the 
former series reveals what is happening in the main 
sectors of the industrial economy against the aggre- 
gate picture given by the Census statistics. For ex- 
ample, the month-to-month changes in the finer 
breakdown reveal that only trade added employees 
from September to October. 


Government Employment Up 


Over the year, however, substantial expansion of 
government employment was most noticeable, the 
October aggregate being more than 8% above last 
year. Construction employment was up more than 
4%, and finance just under 4%. Mining, on the 
other hand, actually lost employees over the twelve- 
month period. 


WORK WEEK REDUCED 


The danger of thinking in terms of aggregates is 
illustrated by the September-October reduction in the 
production work week in manufacturing plants. Sub- 
stantial decreases over the year in textile, leather 
and apparel industries tended to compensate for 
lengthened work weeks in defense industries. Many 
consumers’ goods industries reported work weeks at 
or approximating pre-World War II levels at the 
same time that overtime began generally in the 
ordnance plants. 

Nondurable goods plants worked less than a 39- 
hour week on the average during October. This was a 
half hour shorter than September and the shortest 
work week for this time of year since 1940. 

Durable goods plants worked 41.6 hours on the av- 
erage in October, which was about the same as in 
the previous month, against a normal seasonal gain 
for the period. Reduced output of automobiles, re- 
frigerators and other consumer durable goods account 
for this failure to follow the normal pattern. On the 
other hand, year-to-year gains occurred in shipbuild- 
ing, metal-working machinery, engines and turbines, 
aircraft and ordnance. Metal-working machinery 
plants were operating close to a six-day week in Oc- 
tober (forty-seven hours). 


Weekly Earnings 


Shorter work schedules resulted in some decline in 
average weekly earnings for production workers in 
manufacturing industries. The October weekly pay 
check was $65.17 on the average, a decline of $0.28 
from September but a gain of $3.18 over the corre- 
sponding 1950 figure. The loss in weekly earnings 
would have been greater but for the continuing ad- 
vances in straight-time hourly earnings. The adjusted 


figure of $1.56 an hour was up .2% from September 
and ran 8.2% over October, 1950. 
Hirings 

Factories are taking on workers at a slow pace 
reminiscent of pre-World War II days. October hir- 
ing was the lowest for the month in over a decade, 
with the one exception of October, 1949, according to 
the Department of Labor. The actual rate of 43 new 
employees per 1,000 on the payroll was off about 
17% from October, 1950, with decreases in most of 
the major industrial breakdowns. Apparel, rubber, 
paper, automobiles and fabricated metal products 
experienced the sharpest reductions, while a number 
of defense industries also reported year-to-year de- 
clines. 


Relatively High Layoffs 


Layoffs were again relatively high at 13 per 1,000 
employees in October. This was approximately the 
same as in the preceding three months, but more than 
50% over year-earlier levels. Textiles, leather and 
paper were laying off personnel at the highest rate re- 
corded for the month since the end of World War II. 

Job shifting was at a minimum in October, as re- 
flected by the low quit rate. Workers were leaving 
their jobs at a rate of 24 per 1,000 employees, against 
31 per 1,000 in September when school youths were 
leaving jobs to return to school. 


THE STRIKE PICTURE 


Losses due to labor-management disputes increased 
in October. There were some 440 strikes beginning 
in the month, against 400 in September. The current 
situation is still better than last year, however, when 
550 new stoppages were reported for October, 1950. 
Total idleness rose from 2.4 million man-days in 
September to 2.75 million in October, with three big 
strikes accounting for a large part of the aggregate. 
The strikes at Wright Aeronautical Corporation in 
Wood Ridge and Garfield, New Jersey, and Douglas 
Aircraft Company of Long Beach, California, and the 
East Coast longshoremen stoppage were the principal 
strikes in October; and the time lost in these three 
made up about one fifth of the October losses. 

For the year to date, there has been less time lost 
than in any comparable postwar period, but the total 
is well above the 1935-1939 prewar average. Whether 
the months ahead will be as tranquil as the year to 
date is a moot question. 

There had been a high degree of optimism regard- 
ing a strikeless settlement of the current steel nego- 
tiations. But the current uncompromising stand taken 
by all parties involved points to the very real possi- 
bility of a stoppage, barring a last minute settlement. 


Pauut W. Dickson 
Statistical Division 
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Percentage Change 


Latest Month |} Latest Month 


Novemberp October 


Production and Business Activity— 


Industrial production, total (S)............ 1935-39 = 100 219 -0.5 +1.4 
Durable poodst(S) sce cccciee © seins ss se 1935-39 = 100 274 +0.4 +5.8 
Nondurable goods (S)................... 1935-39 = 100 -1.1 4.1 
RGnerais (Si... LTA, UL A One 1935-39 = 100 -0.6 +6.3 

Consumer durables (S).........0.......... 1947-49 = 100 -4.7 -38.6 

Wichine LOO he ee oc cae ors cieiesccierees wc ors « 1945-47 = 100 +16.8| 4118.7 

Construction contracts awarded, residential .|| million dollars -10.6 -10.6 

Construction contracts awarded, other...... million dollars -12.1 Su 

etailsales (S)fa- seer os) 000. oko million dollars +2.2 +4.4 

Retail inventories (S)?.................... million dollars -0.5 +7.3 

Department store sales (S)................ 1935-39 = 100 +2.6 +7.2 

Department store inventories (S)?.......... 1935-39 = 100 -2.4 -0.9 

Manufacturing sales (S)................... million dollars +8.1 +8.2 

Manufacturing inventories (S)?............ million dollars +0.5 +33.5 

Manufacturing new orders................ million dollars +12.0 -0.4 

Manufacturing unfilled orders?............. million dollars -0.4 +64.0 

Carloadings; total’ ote. ee thousand cars -8.8 0.8 

Carloadings, miscellaneous®................ thousand cars -8.2 -1.6 

Prices, Wages, Employment— 

Pema doiowaiey Tcestiat: Geo eases Aug. 1939=10 -1:1 4.7 

Wholesale commodity prices, all........... 1926 =100 0 +3.8 
LN Gite LS 6G tT Oe Te eel en RCRD RENEE aes 1926 =100 +1.3 +6.1 
Ermetustrialenc sete Mite ee cele: os, o.alace Sie ts a1 1926 =100 +0.1 +2.0 

Consumers’ price index. .................. 1935-39 = 100 +0.4 +6.7 

Farm parity price ratio................... 1910-14 = 100 +1.0 +1.0 

Non-agricultural employment.............. +0.3 +1.1 

Wnemployment.. 5.062: 2 ose webs dsiv eles +13.1 -18.4 

Factory employment....................- —-0.8 -1.2 

Average weekly hours worked, manufacturin, : : ; ; -0.2 -1.9 

Average hourly earnings, manufacturing. . . . +0.3 +6.9 

Personal income (S)5..............0.+50005 billion dollars 41.5 +10.0 

Finance and Government— 

Bank debits, outside New York City®....... million dollars -4.3 +9.1 

Business loans’s0 sil. 8)e03)- 2 2 selec oes sani million dollars 20,813 20,403 +2.0 +23.7 

Consumer instalment credit outstanding’. . .|| million dollars n.a. 18,167 +0.0 -1.7 

Privately held money supply?.............. billion dollars n.a. 181.6 +2.1 +5.1 

Federal budget receipts...............+.-. million dollars 8,521 2,635 +33.6 423.5 

Federal budget expenditures..............-. million dollars 5,178 5,483 -5.6 +66.9 

Defense expenditures..............++200-5 million dollars 3,428 3,458 -0.9 +112.4 

Federal budget surplus or deficit, cumulative’| million dollars —7,120 —5,462 acer ear 

S Adjusted for seasonal variation 8Average weekly _ 4 140 centers hag Garage 
os sree ic See ~The seh ghar har eAoere Sraomh iniesied p Preliminary 
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APPAREL INDUSTRY 
RETURNS TO NORMAL 


of hard goods would result in greater soft-goods 

buying has played the apparel industry false. 
Severe shortages in hard goods have not yet appeared, 
and there has been no transference of demand to 
soft goods. At the same time, early government 
estimates of future military clothing needs have not 
been fully translated into orders. 

In the manufacturing segment of the apparel in- 
dustry, postwar inventories have generally been the 
equivalent of the goods sold in a period of 1.5-1.6 
months (a 45-day stock). As of September, the ratio 
stood at 2.4 months, or 40% above normal, reflecting 
an inventory growth which had been developing for 
seven months. This occurred, despite declines in 
August and September—for sales fell even faster. Pre- 
liminary figures for October show a slight change for 
the better. 


P THE BELIEF that an early decline in the supply 


CONSUMERS DIDN'T BUY 


Sales of apparel manufacturers had been lagging 
since early in the year. But production continued 
heavy in anticipation of a rush to soft goods. Not 
until June, when stocks had piled up noticeably, was 
production cut more than seasonally and below com- 
parable 1950 levels. 

In that month there began a realization that 
civilian demand would increase slowly, if at all; and 
that military demand seemed to be following the 
same course. By September, production of textiles 
and products, as measured by the Federal Reserve in- 
dex of industrial production, was down to 164% of 
the 1935-1939 average. This was 12% below the pre- 
ceding first-half average, and 14% below the index for 
September, 1950. Production during October suffered 
a further drop to 155% of the 1935-1939 average, 
putting it 18% below spring levels. Man-hours in 
the apparel industry show a similar trend, declining 
in September to 8% below the average for the first 
half of 1951, and to 6% under the preceding Septem- 
ber. There was a further decline of 6% in October. 
But the net result is that inventories are still out of 
balance with sales. At the October rate of production 
and current sales trends on the manufacturing level, 
it would take until late winter for sales to catch up 
with inventories. 

When the industry struggled with a similar problem 


during the inventory recession of late 1948 and early 
1949, it took prompt action. Manufacturers’ sales 
began to decline in October, 1948, and production 
dropped promptly thereafter. Consequently, the in- 
ventory-sales ratio decreased from a high of 2.0 
months in September of 1948 to 1.4 by April, 1949. 

Present conditions, the result of prolonged rather 
than rapid adjustment, follow the sudden resurgence 
of sales after the entry of the United States into the 
Korean conflict. In anticipation of a continued high 
level of sales and possible shortages, the over-all tex- 
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Sources: Department of Commerce; Federal Reserve; THE 
CoNnFERENCE Boarpb 


tile production index was increased from the 175 
level of the first half of 1950 to well over 190 for the 
last quarter of 1950 and early 1951. This rate was 
well in excess of sales. The rate of production was 
still in excess of sales as late as June, 1951, when 
the index stood at 185%. This high output took place 
even though manufacturers’ sales had been declining 
rapidly since January, 1951 (from $1.1 billion in that 
month to $841 million in June). 


FEW PRICES CUT BY MAKERS 


Significant price reductions on the manufacturing 
level designed to stimulate sales have not been. wide- 
spread, although promotional activity has been in- 
creased in cooperation with retailers. At the same 
time, there have been some signs that recent adver- 
tising campaigns featuring lower prices on apparel 
at the retail level have helped move merchandise at 
an increased clip. Although the staying power of such 
sales may be considered doubtful, it at least helps im- 
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prove the inventory position. In September, the re- 
tail price of apparel was at an all-time high of 109% 
above the 1935-1939 average and 3% above the aver- 
age for the first half of 1951. No significant price 
changes were noted during October. The wholesale 
price of clothing reached its postwar peak in August 
and September (at 100% above the 1935-1939 aver- 
age) and declined 1% in October. 

Price reductions during the past two months have 
been forced by top-heavy inventories at all levels of 
distribution, and not by any basic lowering of the 
cost of manufacturing. The cost of labor and over- 
head, usually a large part of the cost of the finished 
product, is high and is generally increasing. 

Equally important raw-material costs are now in- 
fluenced by price trends among the major fibers. The 
retail price of woolen apparel during 1951 never re- 
flected the full increase in the price of raw wool and 
wool goods which took place after mid-1950. Apparel 
manufacturers did not purchase their 1951 require- 
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ments at the top prices of the second quarter of 1951. 
Most of their needs were met prior to the peak at 
prices well below subsequent highs; and this inven- 
tory, combined with goods bought previously at con- 
siderably lower prices, has been generally sufficient 
for most goods produced in 1951. Prices of finished 
wool apparel in 1951 were based on the average cost 
of this inventory. For the same reason, the sharp de- 
cline in raw wool and unfinished goods prices during 
the latter part of 1951 was not mirrored in a corre- 
sponding decline in the price of wool clothing. Wool 
goods quotations from April to November, 1951, were 
largely nominal—with little business being conducted. 

Raw material inventories of cloth makers now need 
replenishing for the 1952 season. Prices for wool tops 
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in late November were about half the peak prices 
that prevailed in May, 1951. Prices of wool apparel 
should reflect this downtrend during the first half of 
1952. Wholesale prices for woolen and worsted goods 
this past October had declined to 13% above the mid- 
1950 level, as manufacturers bid competitively for the 
relatively little business that existed. 

Cotton goods have declined in price since their 
high in February, 1951, the decline in part paralleling 
the drop in the price of raw cotton which accompanied 
original crop estimates. However, by withdrawing 
much of the new crop from sale by putting it under 
government crop support loans, farmers initially 
established at least a temporary floor under the 
market. 

Then, in early November, raw cotton prices again 
moved upward under the influence of a revised and 
markedly lower government crop report. Rayon 
and nylon prices have shown few signs of sharp 
movement in either direction and none is at present 
anticipated. 

As to the over-all picture, there seems only a slight 
possibility that general price reductions in finished 
apparel will be significant enough to act as an im- 
portant sales stimulant. 

At the moment, there is also little chance of the 
manufacturer expanding his sales to wholesale out- 
lets. Currently, wholesale inventories are high rela- 
tive to current or prospective sales. The October 
inventory level was about 18% above that desired 
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relative to sales. The inventory ratio was sufficient for 
two months of sales at the October level. 

Postwar records disclose that the structure of the 
apparel industry is such that when inventories have 
advanced beyond a normal relation to sales of 1.9 
months or longer—it takes the wholesaler an average 
of four to five months to reduce his inventory-sales 
ratio to the usual level. In marked contrast, whole- 
salers have been burdened with these heavy inven- 
tories since March, 1951, and their heavy stocks have 
been an important factor in causing inventories to 
accumulate at the manufacturing level. 

The outlook on the retail front is brighter. Based 
on consumer incomes and their postwar relationship 
to apparel sales, there is apparently room for an ex- 
pansion of approximately 4% in apparel sales, based 
on third-quarter estimates of disposable income. But 
even this expansion probably cannot take place until 
surplus consumer stocks, purchased during the Korean 
buying splurges, are worn thin. 

Historically, on the basis of 1929 through 1941, 
consumption expenditures for apparel have averaged 
close to 10% of disposable income. However, the 
data indicate that, along with the increase in dis- 
posable income, there comes a tendency for a slight 
decline in the percentage of income devoted to ap- 
parel expenditures. Immediately before the war, 


Income Rises Faster Than Clothing Outlays 


PERSONAL CONSUMPTION 
EXPENDITURES 
FOR CLOTHING® 


PERCENT OF 
DISPOSABLE 
4NCOME 


WOMEN’S 
APPAREL SALES¢ 


MEN’S APPAREL SALES* 


1948 1949 1950 195] 
©QuaRTERLY &TWO-MONTH AVERAGE 


Data are seasonally adjusted at annual rates. Sales data combine 


department and apparel store figures. October trend estimated 


Sources: Department of Commerce; Federal Reserve, THe 
ConFERENCE Boarp 


this percenta: ~mounted to slightly less than 10%. 
Since 1947, it uas ueclined from 11.3% to 9.2% for 
1950. A normal percentage for consumer expenditures 
is difficult to determine exactly. A conservative 
estimate under present income and price levels would 
be approximately 9.2%. 

Consumers spent just about this much of their 
disposable income on apparel during the first half of 
1950. In the latter half of 1950, consumers also spent 
9.2% on apparel. This average masks the first Korean 
buying wave, which sent the percentage figure to 
9.5%, and the subsequent reaction, during which 
only 8.9% of income was spent on apparel. 

The second Korean-inspired buying wave during 
the first quarter of this year, sent it up to 9.4%. Re- 
action during the second quarter of this year caused 
an especially low proportion to. be spent on apparel 
in relation to disposable income. It comprised a 
smaller portion of disposable income (8.8%) than 
in any year of record from 1929 to date. Estimated 
third-quarter figures show consumption expenditures 
for apparel taking about 8.9% of disposable income. 
A 4% expansion in apparel consumption expenditures 
would bring the relationship to income back to 
about 9.2%. 


RETAILERS MAY BE CAUTIOUS 


On the retail level (including chain stores and de- 
partment stores), apparel inventories have usually 
been geared to between 2.4 and 2.6 months’ sales. 
Since early this year, the ratio has been fluctuating 
between 2.8 and 3.1—approximately 20% above usual 
requirements. As in the case of the manufacturer and 
the wholesaler, the increase mirrors a sales lag that 
caught the majority of the retailers off guard. Signs 
are multiplying that the balance is due to improve 
in the immediate future, but it may not be spectacular 
or sudden—rather it may be a slow increase in sales 
and an equally slow decline in inventories, with a 
balance to be reached near the turn of the year. 

If sales were to increase 4% and shipments to re- 
tailers were to match the added sales so that aggre- 
gate inventories show no change, the inventory sales 
ratio would decline only slightly to about 2.9, still 
noticeably above the usual. The retailer may there- 
fore follow an, extremely cautious buying policy, 
despite any increase in sales, in order to normalize in- 
ventories. 

If such caution is exercised, increased activity on 
the retail level would not make itself immediately felt 
to the manufacturer. There would then be a lag of 
two or three months before manufacturers would re- 
ceive the stimulus of new orders generated by con- 
sumer interest. In any event, the consumer is him- 
self in a position similar to that of the retailer, whole- 
saler, and manufacturer. He overbought in fear of 


'The quarterly data cited are seasonally adjusted annual rates. 
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future shortages which did not appear. His excess 
supplies must also be diminished before he can enter 
the market for a greater quantity of goods. 

Despite these difficulties, the apparel industry is 
not altogether in the doldrums. During 1950, a fairly 
good year for the industry, retail sales of apparel! 
averaged slightly less than $1.2 billion monthly. Be- 
ginning in March of this year (which eliminates the 
early 1951 scare purchases), sales have averaged 3% 
higher. After adjustment for rising prices, unit sales 
since February have been lower by 5%, and since 
July by approximately 3%. This roughly corresponds 
to the 4% lag in dollar sales which current levels of 
disposable income suggest. 

Inventories do not appear to be quite so large as the 
dollar figures indicate. Since mid-1950, the book 
value of retail apparel inventories has increased 25%. 
However, apparel prices increased approximately 138% 
during this same period. Thus, only about half the rise 
in book values represents an actual physical increase 
in size of inventories. 


MEN'S vs. WOMEN'S APPAREL SALES 


Through August, the women’s sector of the ap- 
parel industry had been doing the worse. Purchases 
of women’s apparel were below par based on levels 
of consumer incomes. In fact, it would have required 
approximately a 6% increase in retail sales to bring 
the relationship with income back to the aver- 
age for 1950 (based on August sales and income). 
Unit sales during late summer months were running 
5% below average 1950 levels. Sales of men’s clothing, 
on the other hand, needed only a 2% increase to bring 
them back to the 1950 relationship with income. Unit 
sales of men’s clothing during August were also run- 
ning about 2% behind average 1950 levels. 

The situation is now apparently reversed. Recent 
reports from the trade indicate that sales of women’s 
apparel are above comparable months of 1950, while 
sales of men’s clothing have been below. Preliminary 
figures for September indicate that dollar sales of 
men’s wear were running 13% below September a 
year ago, while women’s wear retail sales were 5% 
above. ; 

Retailers, judging by department store statis- 
tics, have followed similar policies in respect to 
women’s and men’s apparel inventories. From 1948 
through the first half of 1950, a high degree of stability 
in the relationship between stocks and sales was 
maintained. For men’s apparel, stocks averaged be- 
tween 3.1 and 3.4 months’ supply at current rates of 
sales; for women’s apparel it ranged between 2.0 and 
2.4 months’ supply. But the aftermath of the Korean 
campaign seemingly changed inventory strategy. 
Heavy additions were made to stocks, despite the 
easing of demand. By April of this year, inventories 


1Sales of retail apparel stores plus department stores. 
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of men’s clothing were about 30% above past levels, 
and women’s about 20% higher. Since then, inven- 
tories of both have slowly been whittled down. 

Apparel retailers are looking forward to increased 
activity. After the apparel sales low point in Sep- 
tember, sales in October showed a marked improve- 
ment of 4%. No major changes took place during 
November. A “normal” Christmas buying season will 
have done much to deflate the present blown-up state 
of apparel stocks. 


GrorGE BENsoN 
Division of Business Economics 


FORECASTS 


(Continued from page 9) 


of gross national production? . . . The buildup in military 
outlays during 1952 will assuredly add to national income 
and result in an increase in personal consumption expendi- 
tures. But it seems likely that consumers will continue to 
exercise restraint in their attitude toward spending. . . . 
Personal consumption expenditures may therefore be ex- 
pected to rise moderately to an annual rate of around $215 
billion during the last quarter of 1952. . . . The prospect is 
that the rate of private investment will decline during the 
calendar year 1952. Construction will fall off during 1952 
below its volume for 1951. Declines in residential construc- 
tion will bring the total down from about $22 billion during 
1951 to around $18 billion during 1952. Investment in in- 
ventory will be negative for the reason that businesses in 
general will seek to reduce their currently high inventories. 
Plant expansion in nondefense industries has already passed 
its peak and will fall off further during 1952... . A fur- 
ther rise in net foreign investment will occur. Expenditure 
on the armament program during 1952 will proceed at a 
slower pace than was planned earlier. . . . Military spend- 
ing will still mount quite rapidly, from a current annual 
rate of about $40 billion to a peak of $60 billion at the 
end of 1952. But we must confront a possibilty that military 
expenditure will not have a “hump,” but will grow slowly 
to a plateau that will be maintained indefinitely. . . . The 
gross national product between the beginning of-1952 and 
the end of 1952 will rise between 8% and 10%, about half 
of which would be accounted for by physical increase and 
the other half by price increase. Large increases in the 
price level are unlikely. Food prices will fall, in all 
probability, and the index of consumer prices as a whole 
should not rise appreciably during 1952. Wholesale prices 
likewise should increase only moderately. . . . The pros- 
pect is a continuation of firm interest rates, with possibly 
a moderate further rise in the whole interest rate structure 
during 1952, especially short-term rates.” 

Charles E. Wilson, director of Defense Mobilization (in 
an address at the International Management Productivity 
Mission, November 30)—“The actual deliveries of military 
end-items now total nearly $2 billion worth per month. 

. . From now on, there will be a steady rise in produc- 
tion, to a peak of about $4 billion a month in 1953.” 


NEW STRINGS FOR THE PUBLIC PURSE 


So were costs of its activities. Congress, as 

well as the public, if they took the trouble, 
could learn how and where tax dollars were spent— 
though it never was very easy. Looking backwards, 
at least, the Federal: Budget process from initial re- 
quest to post facto review was once one “of manage- 
able proportions.” 

Is it hyperbole to ask whether $70-billion or 
$80-plus-x-billion budgets are “of manageable pro- 
portions?” In the mechanical sense, are present 
budget methods appropriate and effective? Are we 
trying to meet jet-age responsibilities with horse- 
and-buggy fiscal methods? Have the tools for budget- 
ing become outmoded while the strain on them has 
multiplied tenfold? Is our budget system equal to the 
demands upon it or have the activities of the govern- 
ment become so complex and varied that it is no 
longer possible for the mind or collective minds of 
men to grasp? (See quotation, page 30.) 


AN OLD PROBLEM 


Like death and taxes, this same issue of finding 
adequate means for fiscal control has been around a 
long time. Underfoot almost since 1776, it has recur- 
rently come in for attention during the past three 
decades, concern not inexplicably paralleling the 
growth of the Federal Budget. But, despite the strides 

_ taken in the Legislative Reorganization Act of 1946 
(which, in effect, constituted an acknowledgment of 
the need for better control) and later in effectuating 
many of the Hoover Commission recommendations, 
the problem seems to keep on growing at least as fast 
as solutions can be devised.} 

In recent years, session-end log jams in Congress, 
with the resultant limited and often cursory consider- 
ation of bills involving the spending of many billions 
of dollars, seem to have become a permanent insti- 
tution.? 


Nor is time the only troublemaker. With each 
passing year, the area of flexibility tends to narrow as 
Congress puts more spending authority on the books. 


Most of the recommendations of “Budgeting and Accounting.” A 
Report to the Congress by the Commission on Organization of the 
Executive Branch of the Government, February, 1949, were incor- 
porated into the Budgeting and Accounting Act of 1950, Public 
Law No. 784, 81st. Cong., 2nd sess. 


*Not since 1947 has Congress completed work on appropriations 
bills before the beginning of the new fiscal year. In 1949, the last 
bill did not become law until October 29, while in 1951 it was October 
24 when the final bill was signed. 


O's. UPON A TIME government was small. 
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Of the current year’s spending, for example, some 
48% stems from authority previously granted.1 An- 
other 20% is earmarked for expenses under “open- 
end” programs also determined by prior law, leav- 
ing little or no legislative discretion short of back- 
tracking on those statutes. Only 32% of the $71- 
billion total represents clearcut discretion for Con- 
gress to exercise over spending.” Finally, some of the 
reforms made by the 1946 Reorganization Act to im- 
prove fiscal control have for all practical purposes 
broken down. 


POWER UNDERMINED? 


Through one device or another, as has been fre- 
quently pointed out of late, effective exercise of 
Congress’ traditional and constitutional power of the 
purse has seemingly been undermined.* (By the 
same token, any discretion for the Executive to limit 
spending has also been curtailed.) Expenditures for 
some purposes have been made possible on a perma- 


1The Bureau of the Budget, for instance, recently estimated that 
some 1,400 rivers, harbors, and flood control projects already au- 
thorized by Congress—some as long ago as 1936—will require an 
additional $12 billion to complete. 

*Bureau of the Budget in Hearings before the Joint Committee on 
Reduction of Nonessential Federal Expenditures, 82nd Cong., Ist 
sess., on “Annual Control of the Federal Budget’”’ (1951). 

3See Hearing, op. cit. 
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nent basis without further review obligatory, in some 
cases even without benefit of specific authority from 
Congress. 

In other instances, agencies have been exempted 
from compliance with existing controls; and, on occa- 
sion, the Executive branch has been directed to make 
its own spending decisions (as in delegation of author- 
ity to determine where specified cuts in outlays or 
personnel should be made). Economy efforts of late 
have seldom borne fruit, at least to anything like the 
degree originally avowed. 

Finally, it has become widely recognized that in- 
adequate means have been available to check on how 
money is spent, on the degree of economy and effi- 
ciency with which authorized programs are carried 
out, or for final audit and review.2, The demands of 
the present and the future have seemingly left little 
time for retrospection or followup. 


WIDE BIPARTISAN AGREEMENT 


For a field where agreement seldom rears it placid 
head, the most startling fact on the present status 
of the power of the purse is a wide bipartisan agree- 
ment that it falls somewhat short of being adequate. 
In and out of Congress, recent discussion of fiscal 


See “How To Streamline the Federal Budget,” The Business 
Record, May, 1951. Cf. “Economy and the 82nd Congress,” op. cit., 
December, 1951. 

*See “Budgeting and Accounting,” op. cit. Also, Hearings before 
the Committee on Expenditures in the Executive Departments, 
United States Senate, 81st Cong., 2nd sess., on “To Improve Budget- 
ing, Accounting, and Auditing Methods of the Federal Government” 
(1950), and “Hearings before the Committee on Expenditures in the 
Executive Departments,” House of Representatives, on “Budgeting 
and Accounting Procedures Act of 1950” (1950). The long-term 
programs now in operation under the authority of the act and under 
the Joint Accounting Program of the Treasury, General Accounting 
Office, and Bureau of the Budget are designed to meet these needs. 
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affairs reveals something nearly resembling unanimity 
on the need for reform, on desirable objectives, even on 
many proposals.1 What basic differences there have 
been more often than not arise over suggested reme- 
dies which would alter the traditional division of re- 
sponsibilities between the two branches of the govern- 
ment.” While such schemes obviously present vital 
and controversial issues under the American system 
of separation of power and of checks-and-balances 
(in which Congress’ appropriating power is a key- 
stone), they form the exception rather than the rule. 

A similiarity of views on the need to make control 
more effective has not, however, blunted the experts’ 
ability to come up with varying solutions, as the box 
on page 29 indicates. Remedies range from major 
institutional changes, to minor adjustments in rules, 
to nothing more than following the book as it reads. 

In what follows, those proposals which have at- 
tracted the most attention will be discussed. For three 
reasons, only remedies primarily pertaining to budget 
functions and procedures in Congress have been in- 
cluded: (1) experience with the 1946 fiscal reforms 
in Congress has left something to be desired; (2) fiscal 
affairs in the Executive Branch have been intensively 
studied by the Hoover Commission, and (3) under 
the Constitution the power of appropriation is in- 
vested solely in the Legislative Branch. (Article II, 
Section 8.) 


|. Create a Joint Committee on the Budget 


Of the battery of proposals aired recently toward 
tightening the hold of Congress on the nation’s purse 
strings, the idea of creating a special committee to 
deal with budget problems has probably evoked the 
least adverse criticism. (Lack of criticism, though, 
might also indicate lack of legislative interest. For 
while extensive hearings have twice been conducted 
and a bill creating such a committee has been re- 
ported out favorably in each of the last two sessions, 
the proposal has never reached either floor for debate.) 


\bid. Also, Hearings before the Committee on Expenditures in 
the Executive Departments, United States Senate, 82nd Cong., 
Ist sess., on “Organization and Operation of Congress” (1951). 

Separation of power in fiscal affairs—with the Executive recom- 
mending a financial plan or budget and eventually administering it 
while Congress wields the stamp of approval and exercises the right 
of examination and check—also means separation of responsibility. 
Furthermore, while the President is held responsible for acts of the 
Executive Branch, no counterpart exists in the Legislative Branch. 

In exercising its power of the purse, authority in Congress is not 
only shared by the two Houses, but in each House between legis- 
lating committees which authorize activities and appropriating com- 
mittees which approve funds for them; between revenue-raising com- 
mittees and the appropriating committees; and, in effect, within 
appropriating committees between the subcommittees which do a 
lion’s share of work on each bill and thus bear much of the responsi- 
bility for it. rei 

In effect, no one committee or body of officials is the locus of 
responsibility for fiscal policy, for its formulation, coordination, or 
review. And these separations are, of course, independent of divisions 
due to political differences. or to substantive differences on fiscal 
policy objectives, specific outlays, etc. 
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“The question before us, therefore, is not whether 
Congress can control expenditures but rather where 
and how can expenditure control be exercised more 
effectively. The time when Congress can exercise 
effective control over federal spending is necessarily 
at a stage much earlier than when the checks are 
issued to pay the bills. Effective control by Congress 
has to be exercised either in the provisions of the 
basic legislation authorizing the government pro- 
gram or commitment or on the occasions of the 
annual review of requests for budget authorizations. 
The illusion of congressional impotence and lack 
of expenditure control seems credible only when 
we concentrate our review of controllability upon 
transactions which have gone so far, with the con- 
sent or even at the insistence of the Congress, that 
they are about to become historical facts.’’—Elmer 
B. Staats, Assistant Director, Bureau of the Budget, 
in Hearings before the Joint Committee on Reduction 
of Nonessential Federal Expenditures on “Annual 
Control of the Federal Budget” (1951), pp. 38-39 


Briefly, as provided in §. 913, the bill now pending 
before Congress, the idea would be to establish a 
special committee composed of members from both 
Houses selected from the existing Appropriations and 
the Expenditures in the Executive Departments com- 
mittees, with a staff of experts at its disposal. Its 
broad scope of responsibility would cover all aspects of 
the Budget, analysis of all expenditure data, investiga- 
tion and review of federal operations, and reporting 
action to eliminate wasteful practices or to correct 
departures uncovered in programs and from precepts 
laid down by Congress. 

It would also prepare reports on current and future 
costs of all programs authorized or under consider- 
ation, and coordinate and disseminate other pertinent 
financial data. Finally, it would tie in expenditure 
facts and figures with revenue and other relevant 
economic information in the interest of devising “a 
well-considered fiscal program” and of holding out- 
lays to a level consistent with such a program. 

Admittedly and intentionally, the committee would 
be patterned after the Joint Committee on Internal 
Revenue Taxation which, since 1926, has provided ex- 
pert assistance and coordination of the work of the 
revenue-raising committees of the two houses. In 
addition, S. 913 is designed, in the words of the com- 
mittee report: 


“to provide the Congress with the necessary tools with 
which to exercise adequate controls over the expenditure 
of public funds. . . . The problem [of Congressional re- 


See Hearings before the Committee on Expenditures in the Execu- 


tive Wi United States Senate, 82nd Cong., Ist sess., on 
S. 918 (1951). 


sponsibility for appropriations] has become so enormous 
that new machinery is needed to meet the increasing 
burden of the Congress if it is properly to exercise its 
tremendous responsibilities. This committee believes that 
S. 918 offers at least an approach to the solution of these 
problems in that the legislative branch would be definitely 
provided with the equipment to permit it to examine 
carefully every item of expenditure... .” 


In addition to satisfying the need for more adequate 
information, the case for a joint committee on the Budget 
rests on the following propositions: 


It would aid Congress in drawing up and acting 
upon a budget independently determined and veri- 
fied. Under present limitations of time, data, and 
staff, it is contended that Congress can do little more 
than either rubber-stamp or partially revise figures 
submitted to it by the Executive Branch. Hearings 
now conducted on appropriations primarily receive 
testimony in favor of spending plans, either from the 
officials who drew them up or from intended bene- 
factors of the public largesse. As such, the proceed- 
ings take on an ex parte nature and put appropriators 
at a disadvantage in assembling data on how to cut 
wisely. 

Appropriations committees by necessity are im- 
mersed in detail and operate under time limitations, 
whereas this committee, operating the year around, 
could concentrate on broader matters and comple- 
ment the work of the Appropriations committees. It 
would seek the forest rather than the trees. 


The present lack of information on future costs 
of programs previously authorized or currently pro- 
posed is a serious obstacle to fiscal control. Much of 
the inflexibility in each year’s Budget is traceable to 
activities previously approved, possibly with little 
regard for future costs. Congress should have its 
own estimates and they should be taken into con- 
sideration in passing new legislation. 


Through its detailed study and analysis of the 
Budget, the committee could aid in simplifying the 
Budget’s format, the many types of authorizations 
now used,” and in determining a standard system of 
budget bookkeeping. (See box, page 31.) 


™ One loophole in present equipment for fiscal con- 
trol is the inadequacy of information on how the 
money once voted was actually spent, whether Con- 
gressional intents and directives were subsequently 


1Senate Report No. 576, 82nd Cong., 1st sess. (1951). 


"Under the present system, Congress may enact (1) ordinary appro- 
priations of which there are three types: one-year, multiple-year, 
and no-year (t.e., until the program is completed); (2) annual indefi- 
nite appropriations; (3) permanent appropriations of which there are 
two types: permanent indefinite appropriations and permanent defi- 
nite appropriations; (4) contract authorizations, both current and 
permanent; (5) appropriations to liquidate contract authorizations; 
(6) authorizations to expend from public debt receipts; (7) reappro- 
priations; (8) reauthorizations of contract authority; (9) and reau- 
thorizations to expend from public debt receipts. 
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complied with, and what were the results. Since this 
knowledge is vital both to check waste and ineffi- 
ciency and to decide on future activities, the retro- 
spective function of the committee could be most 
useful. 

Against creation of a joint budget committee, the 
following arguments might be or have been raised: 


e Adding another committee would only serve to 
weaken responsibility for fiscal matters, further com- 
plicate the present mechanism, and duplicate both 
agencies and standing committees already in exist- 
ence. The Bureau of the Budget is directed by law 
to supply such information as Congress may require; 
the two Appropriations committees and their staffs 
are authorized to investigate all matters pertinent 
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to pending appropriations; and the Committees on 
Expenditures in the Executive Departments are 
charged by law with “studying the operation of gov- 
ernment activities at all levels with a view to deter- 
mining its economy and efficiency.”! Another new 
committee, furthermore, would add to the time and 
effort required of agency officials who now must 
often explain and justify programs to four or more 
Congressional committees. 

e The job of studying all activities of the govern- 
ment on a continuous basis is too large to be han- 
dled by any one committee. Special investigations 
would be more feasible and these are already con- 


ducted by other special committees. In order to ar- 
lLegislative Reorganization Act of 1946, Public Law 601, 79th 
Cong., 2nd sess., Sections 102 and 121. 


PROPOSALS FOR FISCAL REFORM 


Some remedies suggested to improve fiscal control 
and. operations are listed below. Only those involving 
new legislation, changes in rules, or substantial de- 
partures from present procedure are included. Where 
the proposal has been incorporated in legislation now 
pending before Congress, the number of the bill has 
been added. 

1—Create a Joint Committee on the Budget 
(S. 913) 

2—Consolidate all appropriation bills into one or 
two omnibus bills (S. Con. Res. 27) 

8—Revitalize, reform, and enforce the Legislative 
Reorganization Act of 1946 (S. Con. Res. 5) 

4—Expand expert assistance for Congress (S. 913) 

5—Greater reliance upon General Accounting 
Office audits, investigations, and reports in checking 
and reviewing previous authorizations 

6—Expand scope and operations of the GAO to 
include comprehensive audits of all agencies, thus to 
develop the GAO into a major aid to Congress 

7—Create a permanent Commission on Government 
Efficiency and Economy (H.R. 1402) 

8—Create a Joint Committee on Fiscal Policy 

9—Authorize the President to veto individual items 
in appropriation bills (H.R. 492, HJ. Res. 24) 

10—Require the President to submit an alternative 
balanced budget each year 

11—Suspend all existing spending authorizations, 
excepting military and debt-interest outlays, pending 
review and reauthorization 

12—Restrict the power of Congress to enact spend- 
ing not requested by the President, allowing it only 
to approve, reduce, or disapprove his requests 

13—Separate current operating outlays from capi- 
tal expenditures or, alternatively, establish a capital 
budget 

14—Adopt and employ the cash-consolidated budget 
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15—Allow annual appropriations only, eliminate 
permanent appropriations and grants of authority to 
spend out of debt receipts without necessity of an 
appropriation 

16—Require estimates of present and future costs 
to accompany all new or continuing authorizing leg- 
islation (S. Con. Res. 2) 

17—Require a record vote on all appropriation 
bills (H. Res. 119) 

18—Reduce the number of specific appropriations 
made; allow transfers to be made between appropria- 
tions made to same agency 

19—Reexamine and limit existing grants of final 
authority over spending to operating officials 

20—Create a watch-dog committee for defense 
expenditures 

21—Fix limitations upon the amount to be ex- 
pended each year out of prior-year appropriations and 
out of new appropriations made during the year; ap- 
propriate only funds needed for actual cash payments 
during that period (S. Con. Res. 27) 

22—Establish majority and minority policy com- 
mittees in both houses and focus responsibility for 
fiscal policy upon political party rather than upon 
separate, bipartisan committees. 

23—Hold all deliberations and hearings on appro- 
priations in public 

24—-Further simplification and standardization of 
the form and content of the Budget document 

25—Place the government on a calendar rather 
than a fiscal year basis 

26—Require audit of government accounts to be 
performed by private auditors 

27—Discontinue the practice of passing deficiency 
appropriations 

28—Give the President statutory authority to cut 
or rescind appropriations made by Congress where 
such action is feasible 
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rive at independent estimates and thoroughly to 
check the annual Budget, the committee’s staff would 
necessarily have to be huge, coneeivably as many as 
the 500 employees working in the Budget Bureau. 

e Any present lack of adequate staffing is apparently 
a matter of choice. The 1946 Reorganization Act gave 
each of the two Appropriations committees unlimited 
power to expand its staff as it deemed necessary to 
carry out its work. 

e Such a committee would be of no particular aid 
in controlling demands for spending arising in the 
Legislative branch itself. 

e As proposed, its functions would not adequately 
cover the two other major aspects of the Budget— 
the initial authorization of legislation (from which 
spending will eventually stem) and the revenue side 
of the picture. Strictly speaking, to do an effective 
job as a “budget committee” it would have to have 
functions and responsibilities in these other two fields, 
in addition to overseeing expenditures. The need 
in Congress is not for another committee unless it 
would be a central policy-making group charged with 
coordinating and determining fiscal policy. The entire 
budget plan and all government financial matters, at 
least on the policy level, should be centered in one 
locus. 

e The General Accounting Office, an agency of 
Congress, is already authorized by statute to make 
expenditure analyses of any agency of the govern- 
ment. Coupled with its regular work of auditing all 


“| cannot refer to that experience [bringing the 
military construction bill to the floor] as enjoyable 
because it increased the personal feeling of futility 
and frustration in the effort to keep expenditures of 
the Federal Government within reasonable limits. 
The Armed Services Subcommittee on Appropria- 
tions is compelled to deal in billions of dollars on 
about the same basis, and often with less real infor- 
mation than is true of the other subcommittees deal- 
ing in millions. And always hovering over their 
heads is the specter of inadequate physical defense 
for our country in an hour of peril... . 

“| had hoped there would be more reductions, but 
the fact is that time either in the preparation of 
justifications by the requesting officials or in the 
subcommittee consideration did not permit the kind 
of detailed investigation required for intelligent ap- 
praisal and intelligent reduction. We were in truth 
thrown on the mercy of the Defense Department, 
and | doubt whether its past record for economical 
use of allotted funds is such that we can be happy 
in that position.’"—Representative Davis in Con- 
gressional Record, October 10, 1951, p. 13149 
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accounts, production of such studies would obviate 
any general need for special investigation or review 
of how programs were carried out. Congress, in fact, 
has declined to make any special appropriation to en- 
able the GAO to perform these expenditure analyses. 


Il. Require Consolidation of All (Or Nearly All) 
Appropriation Bills 


Many money bills or one big bill is an intra-family 
bone of contention that has been tossed around in 
Congress now for many years. A trial run in 1950— 
not exactly the best year to conduct a major experi- 
ment—served only to sharpen the line of demarca- 
tion between the two camps. 

The logic behind this proposal goes about as fol- 
lows. If all financial needs are taken care of in one 
bill, considered as a whole, and passed at one fell 
swoop, Congress will be able to regain much of the 
control now lost through acting upon many separate 
bills over a period of months. 

Under the present system, it is alleged, no effective 
means exist.to calculate total spending until the last 
bill is passed (even then calculations are inconclusive; 
see box on page 31). Nor can total outlays be 
correlated with probable income, thus to obtain some 
idea whether the way is being paved for a federal sur- 
plus or a deficit or how much of either. And if Con- 
gress has no real way of controlling, or even of know- 
ing, whether a surplus or a deficit is in the cards, then 
we are really playing a multibillion-dollar game in 
the dark. 

Besides providing such key information and en- 
abling all important comparisons of outgo with in- 
come, an omnibus money bill would facilitate compli- 
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ance with the now ignored clause of the 1946 Reor- 
ganization Act requiring a ceiling to be set on appro- 
priations in each fiscal year. Oonsolidation of all 
spending in one instrument would also aid in focusing 
responsibility for fiscal policy, in making that policy 
and its implications more understandable to both 
Congress and the public, it is also contended. 


It could also be argued that: 


It would aid in bridging the gap between appro- 
priation and expenditure. One basic source of obfus- 
cation in matters budgetary today is the fact that 
Congress acts on appropriations (i.e., authority to 
spend money) which are good for several years. 
Actual cash outlays may not occur until as long 
as two years later. On the other hand, the budget 
position—the deficit or surplus—is of course tied to 
outlays in any given year. These, in turn, may take 
place as a result of that same year’s appropriations or 
of those of the two preceding years. Lumping all 
appropriations each year in one bill would simplify 
the problem of translating them into expenditures and 
thereby lift some of the fog now obscuring budget 
decisions in Congress. 

Considering all spending proposals together would 
make it easier to reconcile or eliminate duplications 
and conflicts and to better weigh each activity in 
both the light of competing demands for funds and of 
the over-all budget picture. It would also aid in pro- 
viding uniform treatment of all spending proposals. 

 Log-rolling (“you vote for my pet project and 
Tl vote for yours”) would be restricted, for such 
trading would become obvious. 

 Lumping all outlays in one bill would encourage 
greater legislative attention, prevent changes being 
made when few legislators were present during debate, 
and strengthen defense against pressure for increases. 

Most states and many foreign countries consider 
all appropriations for the year in one legislative 
measure. Many separate bills are an exception to 
standard fiscal practice and an anachronism dating 
back to days when government agencies made requests 
for funds direct to Congress. 

It is no cure-all for the fiscal problem and still has 
“bugs” in it. But experience in 1950 was successful, 
both in speeding up money action and in cutting the 
President’s requests. A further trial ought to be made. 


From the other side of the fence, an equally impressive 
series of criticisms of the omnibus bill can and have been 
made: 


e Any bill attempting to cover all present govern- 
ment programs is so large and so detailed as to be 
1See also Hearings before the Subcommittee of the Committee on 
‘Rules and Administration, United States Senate, 8lst Cong., Ist 


sess., on “Consolidation of General Appropriation Bills” (1949) and 
82nd Cong., Ist sess., on S. Con. Res. 27 (1951). 
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unwieldly and virtually incomprehensible. The in- 
evitable result is that legislators are unable to familiar- 
ize themselves with such a bill and intensive debate 
on the merits is understandably not forthcoming. 

e To call such a bill an “omnibus” bill is a mis- 
nomer. Furthermore, any claim that it permits a 
comprehensive picture of the Budget and its impact 
upon the economy is misleading. As tried in 1950, 
the bill carried only $33 billion of the total $81 
billion appropriated during that year, let alone the 
$7 billion of deficiency funds for 1950 approved in 
1951. Permanent appropriations and certain other 
forms of spending never do come under annual 
scrutiny. And changing economic conditions and 
needs militate against any single, accurate estimate 
of either expenditures or revenues. To group all funds 
in one bill is simply not possible under present 
conditions. In 1950, for instance, four supplemental 
or deficiency bills carrying $38 billion were consid- 
ered and passed. In 1951 there were ten of these 
additional appropriations and the funds involved 
amounted to nearly $20 billion. 


A SIMPLER SYSTEM NEEDED 


The lack of a unique, understandable system for 
calculating budget totals enhances difficulties both in 
control. and comprehension of public finances. Not 
only are total expenditures in any given year likely to 
be quite different from total authorizations (see ad- 
joining column) , but the many types of authorizations 
lend themselves to varying summary concepts. 

Thus, an aggregate representing “new obligational 
authority” can be derived by adding all authority 
enacted by Congress except appropriations to liqui- 
date contract authority. “New authority for expen- 
diture,” in turn, would include such appropriations 
but would exclude contract authority and renewal of 
prior authority. Finally, “total budget authority” 
would be the sum of all types of authority. 

Still other versions of the over-all fiscal picture 
can be obtained by adding in trust-fund transactions 
—which do not appear in the Budget proper acted 
upon each year by Congress—and by adjusting for 
transactions which do not involve actual cash but 
are merely bookkeeping credits and debits. In in- 
stances where receipts are credited directly to re- 
volving funds, they are not included in authority 
totals, although they enable added outlays. Nor do 
such totals reflect direct borrowings from the public 
by government corporations—still another source of 
funds for disbursement. 

The net result of such bookkeeping possibilities is 
a wide variety of summary figures, each a different 
measure of federal finances. In addition, there is the 
personal equation—each man in estimating costs can 
come up with a different total. 
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e It does not speed up work, or only at the expense 
of insufficient Senate deliberations. Under the pres- 
ent system, the Senate can begin work as soon as 
separate bills clear the House; under this proposal 
Senate scrutiny would have to await House approval 
of the entire spending program and until each of its 
own subcommittees had finished its work. 


e It places too great a burden on a few men. The 
effect of the technique is not to place responsibility 
on the Congress for its approval, since it is almost 
beyond comprehension, or on the recommendations of 
any subcommittee on any particular issue, but on the 
few men in each appropriations committee who must 
coordinate the work of subcommittees, make final 
decisions, manage the bill on the floor, and settle dif- 
ferences in conference. 


e The omnibus bill really detracts from effective 
fiscal control. Actually, it makes no new change in 
preliminary work, for the bill must be broken down 
into subsections for study and hearings by the same 
old subcommittees. In the final stages of action, 
however, it is less efficient in that it presents ques- 
tions of great import in a form too large to grasp 
and in which one objectionable provision could hold 
up the entire spending program. Further, if the 
President should veto the bill because of one or sev- 
eral provisions, the entire spending program would 
be rejected. 

e There is no guarantee against log-rolling or legis- 
lative riders, particularly since the bill would normally 
be completed near the end of the session when pres- 
sure for adjournment is strong. Also, unwarranted 
items can more easily be hidden away in a big bill 
and “pork-barrel” deals are still possible. 


RECORD INCONCLUSIVE 


The record on the 1950 trial of the omnibus bill is 
about as inconclusive as the arguments pro and con 
are diverse. It was a year, of course, when the Con- 
gressional timetable and work load were drastically 
tevised midway through the session by war in Korea. 
As to the time element, superficially at least, the ex- 
periment bettered the record of both the preceding 
and ensuing years. The omnibus bill became law on 
September 6, 1950, whereas the last bill in 1949 was 
formalized on October 29 and last year on October 
24. Two major appropriations bills, however, were 
enacted in 1950 subsequent to passage of the omnibus 
measure. 

Economywise, the record cannot be pin-pointed so 
precisely. Total appropriations made during 1950 
were about 2.5% less than official requests, including 
the initial, post-Korean rearmament authorizations 
which Congress did little more than rubber-stamp and, 
in fact, in some cases boosted over the President’s 
requests. In 1951, when the omnibus system was 


abandoned, the reduction in proposed appropriations 
came to about 5.3%. 

Legislative judgment on the proposal falls consider- 
ably short of being uniform. The chairman of the 
House Appropriations Committee maintains it is a 
worthy innovation. But members of his committee 
by a bipartisan vote rejected a repeat performance last 
year. In the Senate, the head of the spending commit- 
tee and all subcommittee chairmen oppose a further 
experiment; yet some forty-eight other senators are on 
record in support of S. Con. Res. 27, a bill now pend- 
ing to compel use of the omnibus technique. The 
Senate, in fact, passed a similar resolution in 1949, 
although the House has never taken formal action on 
the proposal. 


Ill. Resurrecting the Reforms of 1946 


It wasn’t very long ago that a full-scale review of 
the fiscal-control problem was made by the Joint 
Committee on the Organization of Congress and, 
after lengthy deliberation, a series of reforms enacted. 
One school of thought would now attempt to revital- 
ize those innovations. For, to all practical purposes, 
some of the principal provisions of the Legislative 
Reorganization Act of 1946 have long since become 
defunct. 

In summary form, that act provided for: 


1. Presentation to Congress of a legislative budget 
by a joint committee of members of the appropriating 
and revenue-raising committees of both houses. 

2. This budget would include a revenue estimate 
and a recommended ceiling for appropriations and 
be accompanied by a concurrent resolution to adopt 
the budget and set such a ceiling. When adopted, this 
implicitly would be the legislative plan for the en- 
suing session. 


3. No debate on appropriations bills would be held 
until hearings and reports on them had been available 
to legislators for at least three days. 

4. The two Appropriations committees were di- 
rected to develop jointly a “standard appropriation 
classification schedule.” 

5. Except for public works projects under construc- 
tion, no reappropriation of unexpended balances would 
be authorized. 

6. The two committees were directed to make a 
study of permanent appropriations with the view of 
limiting or discontinuing them. 

7. The Comptroller General was directed to make 
such expenditure analyses of each agency of the Ex- 
ecutive Branch (and of government corporations) as 
he deemed necessary to “enable Congress to determine 
whether public funds have been economically and 
efficiently administered and expended.” 

See The Business Record, December, 1951, op. cit. 
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8. Appropriations committees were authorized to 
expand their professional staffs as they saw fit; and 
that of the House to “conduct studies and examina- 
tions of the organization and operation of any execu- 
tive agency.” 

Out of this impressive array of remedies, some 
improvement has been forthcoming in standardizing 
appropriations; some attention has been paid to per- 
manent spending authority; work on some expendi- 
ture analyses has begun; and professional staffs have 
expanded. But the legislative budget and a ceiling 
on appropriations, after two trials, have faded out of 
the picture. 

In 1947, the joint committee never did reach an 
agreement on an appropriations ceiling. The figure 
adopted in 1948 was exceeded; while, in 1949, apart 
from agreeing to postpone the deadline to May 1, no 
further action was taken. By 1950 and 1951, the legis- 
lative budget and the ceiling idea were definitely in 
eclipse. 

Those who would now try to resurrect the 1946 scheme 
would make the following modifications: 


™ Reduce the size of the committee. The present 
provision requires that some 110 legislators meet in 
committee and reach agreement. It was difficult 
enough to find a meeting place for so large a group, 
let alone expect it to conduct deliberations and pro- 
duce a budget. 

Give the committee more time to study the 
budget situation. The February 15 deadline set in the 
act is unrealistic and prevents all but the most 
hasty investigation. 

Equip the committee with a permanent staff and 
have it function on a continuous basis. The lack of 
a staff was a major limitation on the committee’s 
effectiveness. 

Abandon the provision that Congress must vote 
on a ceiling on subsequent appropriations, leaving 
only the requirement that the committee submit a 
legislative budget. 

Alternatively, have the committee submit ceil- 
ings on appropriations for major governmental func- 
tions. A single aggregate figure as a limit to appro- 
priations is not meaningful or practical. 

Abandon the scheme of requiring a bipartisan 
committee to prepare a legislative fiscal policy. What 
is needed is some means of drawing up a unified, 
over-all policy to guide the work of spending and 
taxing committees. Fiscal policy ought to be the 
responsibility of the majority party. This attempt 
to make it nonpartisan marks a new high in naivete. 
Devise means to strengthen majority and minor- 
ity policy committees and party leadership toward 
this end. 

__Those who hold the Reorganization Act beyond re- 
prieve, even with modifications, reason as follows: 
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e Neither a useful legislative budget nor any ceil- 
ing on spending can precede detailed study of the 
estimates and proposals made in the Budget docu- 
ment. This study is already the function of the two 
appropriating committees. By the time their work 
is completed, final Congressional action can be taken. 

e The basic idea of the legislative budget and of 
a ceiling flies in the face of strong unwillingness in 
both houses to be committed in advance to any limi- 
tation or fixed policy. To do so under present condi- 
tions and uncertainties would be a hollow gesture. 


e Existing accounting methods and other available 
data do not permit estimates or expectations suffi- 
ciently accurate to be used as the basis for limitations 
upon subsequent action. 

e The procedure outlined conflicts with the estab- 
lished appropriating process, yet does not make in- 
novations sufficiently important to warrant superim- 
posing it upon the present system. 

e The bipartisan committee was a victim of poli- 
tics, being used chiefly as a forum for partisanship. 
Nor would turning the job over to policy committees 
of the two parties be more meaningful or productive, 
except in the case where the President did not have 
a majority in Congress. If the two houses were domi- 
nated by different political parties, the scheme again 
would collapse. 


IV. More Professional Assistance for Legislators 


One common thread running through most pro- 
posals for fiscal reform is the need to expand staff 
assistance. One minority member of the Senate 
spending committee has expressed himself bluntly 
that the group is “completely and wholly inadequately 
staffed.” 

A majority member of the same committee put it 
another way: 


“As far as I know the staff of the Appropriations 
Committee of the Senate is both adequate and efficient 
for the services they perform, but they are largely clerical 
services. The need, as I see it, is for Congress . . . with 
an adequate staff to make studies of the executive 
budget.” 


On the other side of Congress much the same 
opinion has been expressed. Speaking on the $4-bil- 
lion military construction bill last year, one Repre- 
sentative, a member of the House Appropriations 
Committee, declared: 

“[The] lack of staff shows up even more strongly than 
ever in this very important bill we are discussing this 
1Senator Bridges in Hearings before the Committee on Rules and 


Administration, United States Senate, 82nd Cong., Ist sess., on 
“Consolidated Appropriation Bill” (1951), p. 18. 

?Senator McClellan in Hearings before the Committee on Expendi- 
tures in the Executive Departments, United States Senate, 82nd 
Cong., Ist sess., on “Organization and Operation of Congress” (1951), 
p. 190. 
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afternoon. We are legislating in the dark; we are ap- 
propriating in the dark. Unless we use some common 
sense and put on the necessary qualified men to search 
out the facts .. . then we are not doing our duty to the 
people of the United States to the best of our ability.” 


And another Representative, discussing the same 
bill, said: 


“You cannot function properly when you are not pro- 
vided with the manpower or the appropriation to do the 
job of watching these expenditures. These expenditures 
should be checked when they are made; not after. We 
are always locking the door after the horse is stolen. . . . 

“It appears to me that the greatest business in the world, 
the United States Government, spending almost a hun- 
dred billion dollars a year for defense and nondefense 
purposes, could well afford to provide the necessary funds 
to have the equipment and personnel to do the job of 
checking that is so essential.’” 


The difficulty would simply seem to be that the 
day when the individual legislator could acquaint 
himself with all the facts and be informed on major 
national issues is gone. To decide wisely, he needs 
the facts. But the facts already available are too 

1Representative Andersen in Congressional Record, October 10, 
1951, p. 18154. 

*Representative Bender, ibid., p. 13159. 


“When you talk about the cost of government, 
it isn’t that the Appropriations committees mean to 
be extravagant or too generous, but the Congress is 
continually passing a law that creates a new service, 
a new function, and they come before the Appro- 
priations committee, and they ask for money for it. 
We say: ‘What is this?’ They say that Congress 
passed an act two years ago, public law so and so, 
authorizing this. We have nothing else to do. The 
government has assumed both a moral and a legal 
obligation to provide those services because the 
Congress, the agency of the government that fixes 
policies with reference to spending, has said, ‘This 
is a service that the people need, and we intend to 
provide.’ 


“That is our great problem, and | think the time 
has come . . . when every bill before it is enacted 
should present the best and most intelligent ap- 
praisal of its cost which can be obtained. Congress 
should have that information so it may not act with- 
out knowing that the bill next year will involve such 
and such an appropriation, and probably will involve 
appropriations for many years to come.’’—Senator 
McClellan, Hearings before the Committee on Ea- 
penditures in the Executive Departments, United 
States Senate, 82nd Cong., 1st sess., on Organization 
and Operation of Congress (1951), p. 191 


numerous to handle, let alone the facts that some ap- 
parently feel are not yet available to them. 

Since, as it has been pointed out above, the Re- 
organization Act of 1946 specifically granted the two 
Appropriations committees unlimited authority to ex- 
pand professional staffs, the size of present staffs 
would seem one of choice upon which opinions obvi- 
ously differ. The case against overly large profes- 
sional staffs has been put succinctly: “if you put 500 
more men on the screening of these bills, who is going 
to delegate to themselves the authority to scrutinize 
the activities of the investigators and screen their 
reports?”? 

Staff practice has varied widely, depending primar- 
ily upon the policy of the majority party. In the 
80th Congress, the House committee extensively util- 
ized the services of private consultants and of investi- 
gators borrowed from the FBI. In the 81st and 82nd 
congresses, permanent committee employees were re- 
inforced with personnel borrowed from agencies of 
the Executive Branch. 

In the first six months of 1951, the House commit- 
tee employed forty-six persons and borrowed for 
varying periods of time another fifty-three from regu- 
lar government agencies. The Senate committee had 
on its payroll eighteen employees, plus fifteen tempo- 
rary assistants. All told, committee expenses came 
to $424,000 in fiscal 1950. 

On the basis of permanent staff only, the work 
load handled per House committee employee in the 
past session amounted to some $2.1 billion, $5.5 
billion for Senate staff members. Staff figures, more- 
over, include clerical as well as professional help so 
that the work load per committee expert would be 
somewhat higher. 


The Budget is the government’s plan of action, em- 
bodying in its final enacted form both policy and spe- 
cific decisions of great import. As such, it merits only 
the most effective of available techniques from initial 
preparatory stages all the way through to postaudit 
and retrospective review. The machinery must be 
equal to whatever demands circumstances may make 
of it; for too much is at stake to go by default or 
summary judgment. 

In the final analysis, of course, the criteria for the 
reforms discussed here must be their feasibility and 
the actual service they might render. For this, Con- 
gress itself can be the only arbiter. If Congress does 
not firmly hold the public purse strings, then the 
strength that was to derive from separation of powers 
and divided responsibility in government can also 
become a portentous weakness. 


THEoporE R. Gates 
Division of Business Economics 
1Representative Sheppard, zbid., p. 13159. 
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Survey of Business Opinion 


1952: RISING VOLUME—FALLING PROFITS 


half of 1952 than during the same months of 

1951 are expected by a little over half of the 
131 manufacturing companies cooperating in this 
month’s survey of business opinion. The rise will be 
caused primarily by greater volume rather than higher 
prices. Nearly a third of the companies expect billings 
to drop. Such reductions, plus reduced margins, par- 
ticularly on defense business, are expected to result in 
lower before-tax profits in 1952 for four out of ten 
companies. Profits after taxes and renegotiation will 
be lower in 1952 than in 1951 for 70% of the cooperat- 
ing companies. 

A third of all cooperating companies say they will 
make or continue to make involuntary cutbacks in 
their ordinary civilian lines mostly because of material 
shortages. And much of the slack caused by such cut- 
backs will be taken up by defense production. 


IGHER DOLLAR BILLINGS during the first 


Billings Rise 


More metal manufacturing companies expect vol- 
ume increases than nonmetal manufacturing com- 
panies, with a greater part of these increases being 
attributed to defense business. Two thirds of report- 
ing metal manufacturing companies say they expect 
billings in the first half of 1952 to exceed billings in 
the first half of 1951. Only one in five expect a decline. 
Only a third of the reporting nonmetal manufactur- 
ing companies look for higher billings, and slightly 
more than half expect billings to drop. 

Although some companies expect small price rises 
in the coming six months, nearly all those expecting 
higher billings attribute them to increased volume. 


Costs, Prices and Margins 


Many manufacturers express concern about ex- 
pected cost increases and their inability under price 
regulations to pass such increases on in the price of 
their products. Rises in their raw material costs are 
not so much feared as wage demands, which many 
believe will have to be met. 

The uncertainties of wage demands are especially 
noticeable in reports from the steel industry. Some 
companies fear that even if they are permitted to 
pass on wage increases, they will not be permitted 
to pass on other cost increases that are nibbling 
at their profits. Industries using steel say their 
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positions will be untenable if they, in turn, are not 
permitted to increase their marketing prices to reflect 
higher material costs. 


Capital Expenditures 


Capital expenditures for the first half of 1952 are 
generally expected to approximate those of the first 
half of 1951. While about a third of all cooperating 
manufacturers expect to increase capital expenditures 
during the next six months, an equal number expect to 
reduce such expenditures below the levels of the first 
half of 1951. The remaining third expect capital ex- 
penditures for the first half of 1952 to continue at 
early 1951 levels. In many cases, programs involve 
relatively small plant expansions or ordinary replace- 
ments. 

Most increases in capital expenditures result from 
expanding defense business. The decreases reflect, in 
many cases, the completion of postwar expansion pro- 
grams, but some are attributed to cutbacks because of 
material shortages and delays in obtaining needed 
equipment. 

A few manufacturers note that present poor work- 
ing-capital positions and narrowing profit margins 
make greater economy in capital expenditures a de- 
sirable objective. 


Backlogs 


In two thirds of reporting metal-working companies, 
backlogs or orders on hand are significantly greater 
than at this time last year, primarily as an outgrowth 
of the defense effort. About 60% of these companies 
expect backlogs to remain as high as they are now 
or to increase in the coming six months. The remain- 
der expect some decline. 

In the nonmetal industries, however, less than a 
third of those companies in which backlogs are sig- 
nificant report that their orders on hand are equal to 
or in excess of those on hand at this time last year. 
Seventy per cent report lower backlogs. Although 
most companies were uncertain as to the outlook, of 
those which hazarded a guess three fourths expect a 
further drop in backlogs. 


Inventories 


A sixth of the cooperating companies report no sig- 
nificant change in their inventory position over the 
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year. Nearly three fourths of the remaining com- 
panies report higher inventories. 

A third of the companies expect no change in their 
inventory position in the next six months. Over 40% 
expect inventories to decline, while the remainder 
anticipate increases. There is no marked difference in 
inventory position or outlook of metal and nonmetal 
manufacturing companies. 

A number of the anticipated reductions in inven- 
tory are attributed to poor working-capital situations 
which require liquidation of inventory. Many of the 
increases reported result from larger stocks of finished 
goods and more goods in process rather than larger 
raw material inventories. One manufacturer reports: 
“The slower processing of defense work has increased 
inventories materially.’ Raw-material inventories, 
except in a few isolated cases, have generally shown a 
decline from the levels of a year ago. 


Working Capital 


More than three fourths of the cooperating manu- 
facturers regard their current working-capital posi- 
tion as adequate or good. The remainder are not 
satisfied. Many of those who report a good position 
note that they have recently had to replenish work- 
ing capital through bank borrowing or equity financ- 
ing. Those reporting unsatisfactory positions indicate 
that they may have to resort to similar methods or 
the liquidation of some inventory holdings. 


1952 Profits — ? 


The profit outlook for 1952 appears poor, despite 
the general increases in sales volume that are expected. 
Although four companies out of every ten expect 
profits before taxes to exceed those of 1951, only one 
company out of seven expects to retain greater profits 
after taxes in 1952 than in 1951. Higher corporate 
taxes, excess-profits taxes and renegotiation are the 
reasons given. 

Although half of the cooperating metals manufac- 
turers expect higher before-tax profits, nearly a third 
anticipate declines. The reverse is true of nonmetal 
companies, with half expecting a drop in before-tax 
profits and only a third expecting a rise. As for profits 
after taxes, slightly more than two thirds of both 
groups expect lower returns. 

In some cases the increase in profits after taxes 
will reflect, according to one company, “a combina- 
tion of factors involving differences between book in- 
come and taxable income, and the amount of income 
subject to the excess-profits tax.” 

But, according to many executives, 1951 was for 
them a very good year—better than 1950—before 
taxes, although not quite so good after taxes. The 
new year may be, as one executive believes: “a mighty 
good year by any reasonable standards.” 


Following are brief summaries of the general out- 
look for some of the industries covered by this month’s 
survey. They represent a synthesis of the trends and 
opinions of some of the 131 cooperating companies 
and may not necessarily be’ typical of the trends for 
the entire industry. 


Metal Industries 
Air-conditioning 


The three cooperating air-conditioning companies 
have all experienced cutbacks in their civilian pro- 
duction. This reduction, however, has been made up 
by increases in defense production in two companies, 
but the third fears that dollar sales in the first half of 
1952 are likely to be below the first half of 1951. 

Comparing dollar billings. expected in the first 
half of 1952 with those experienced in the first six 
months of 195l1—one company expects a rise of 
25% from increased volume. (The company is cur- 
rently producing 85% for the government.) The air- 
conditioning manufacturer who expects a decline, 
noted that sales during the first half of 1951 were 
“greatly inflated by war-scare buying.’ The third 
company expects billings to remain about the same. 
This latter company, however, is the only air-condi- 
tioning firm reporting significant increases in capital 
expenditures for the first half of 1952—expenditures 
made in connection with “three important defense 
contracts.” 

Backlogs are “substantially” and 35% above those 
at this time last year in two companies, but are ex- 
pected to be partially worked off during the coming 
six months because “incoming orders are below the 
rate of last year.” 

Inventories are 60% and “significantly” higher in 
two companies than at this time last year, but are 
expected to decline in the next six months. This trend 
is expected to ease a tight working capital position and 
bring inventories to “more conservative levels.” The 
third company finds both inventories and backlogs 
about the same as a year ago, but it expects inven- 
tories to rise slightly because “defense contracts 
usually require more lead time.” 

Profits before taxes in 1952 are likely to be “about 
the same” and 5% greater than in 1951 for two com- 
panies, with after-tax profits expected to be “below” 
and “the same” for the respective companies. The 
third air-conditioning company, which is producing 
85% for the defense effort, finds that it cannot judge 


profits until the “unknowns of renegotiation” are 
clarified. 


Automobiles and Equipment 


Four of six cooperating manufacturers in the auto- 
mobile and automotive equipment industry expect 
rises of 20%, 25%, 50% and “significant” proportions 
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in their dollar billings for the first six months of 1952 
as compared with the same period in 1951. Some of 
this increase will reflect reported rises in price of 5% 
and 10%. The remaining two companies anticipate 
declines in dollar billings of as much as 20%, and 
25%. These declines are mostly attributable to low- 
ered volume caused by sharp cutbacks in civilian pro- 
duction. 

Other cutbacks in civilian production anticipated 
by cooperating companies during the next six months 
will be 20%-25%, 30%-35%, and “over 25%.” 

Despite the generally large increases expected in 
dollar billings, only one company anticipates greater 
capital expenditures in the first half of 1952 than 
during the same period in 1951. This company will 
double expenditures because of defense work. Three 
companies expect “less” capital expenditures, one by 
50%. Two remaining companies will spend “about 
the same” as in the first half of 1951. 

Current backlogs of two companies are 15% and 
50% higher than at the same time last year. Two 
other companies say backlogs are “better.” However, 
backlogs are 25% lower in one company. The sixth 
company reports no change. The outlook for back- 
logs appears to be good for all cooperating companies, 
even for the one currently reporting a lower backlog. 

Inventories are above the level of a year ago for 
three companies by 18%, 20% and 30%; down for 
one, and the same for two. Inventories will decline 
in all but one company during the next six months. 
That company is anticipating much greater business 
during that period and expects a corresponding in- 
crease in inventories. 

All companies report either “good” working capital 
at present or increases of about 10% compared with 
last year. One of these companies, however, had to 
use equity and V-loan financing to replenish working 
capital which was depleted by extensive capital ex- 
penditures in 1951. 

Only one of the six cooperating companies expects 
lower profits before taxes in 1952 and in 1951; this 
will result from an expected 25% drop in dollar bill- 
ings. The second company which expects lower dollar 
billings believes its 1952 profits before taxes will be 
about the same as in 1951, but only if expected de- 
fense contracts are received. The remaining four 
companies believe 1952 profits before taxes will be 
moderately greater than in 1951. Executives empha- 
size the many uncertainties which can invalidate their 
conclusions on this score. 

After taxes, only one company definitely expects 
1952 profits to be greater than in 1951, owing to a 
25% rise in billings over 1951, but a second company 
is “hopeful.” 


Electrical Appliances and Supplies 
Generally higher dollar billings during the first 
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half of 1952 than during the same period in 1951 
are predicted by all four cooperating electrical appli- 
ances and supplies companies. Anticipated increases 
of 10%, 20% and 50% are reported by three com- 
panies, and the fourth company expects “some” in- 
crease. The increases will result from greater volume, 
except in one company where price increases are ex- 
pected to account for up to 5% of a 50% rise in 
billings. 

Civilian cutbacks will be significant during the 
first half of 1952 for three of the companies, but the 
fourth expects no cutbacks. Percentagewise, these 
cutbacks are reported to be 50% for two companies, 
and “quite a bit” for the third. 

For one company, capital expenditures in the first 
half of 1952 will be 65% below those of the first half 
of 1951; in two other companies the drop will be “con- 
siderable.” Heavy expansion programs which in- 
volved big outlays in early 1951 are tapering off. The 
fourth company will increase its capital expenditures 
by 50% to meet its increasing backlog. 

Backlogs are 45%, 100% and 300% higher for three 
manufacturers than at the same time last year, but 
the fourth company finds its backlog the same, with 
“Incoming orders sufficient to match shipments.” 

Higher backlogs in some instances are attributed 
to one or two big defense contracts. For example the 
company reporting the 300% rise in backlogs says 
the rise would be reduced to only 60% if defense 
orders were excluded. 

Inventories generally match those of a year ago in 
all but one company, which reports its inventories 
up by 50%. Prospects are that inventories for all 
companies will continue at the same levels for the 
next six months, with the possibility of some slight 
rises. 

Working capital of three companies has increased 
“slightly” over the year, and is termed “satisfactory” 
in all cases. The fourth company reports a decline 
of 10% in its working capital. 

Profits before taxes in 1952 are expected to com- 
pare favorably with 1951 profits in all four com- 
panies. After taxes, however, profits for 1952 are ex- 
pected to be lower. Complains one executive: “The 
outlook is discouraging because of confiscation by 
federal taxation.” 


Electrical Machinery 


All four cooperating electrical machinery manufac- 
turers expect material increases in their dollar billings 
for the first half of 1952 as compared with the first 
half of 1951. The increases expected are: 15%, 20%, 
25%-35%, and 40%. In two cases, rises are partially 
attributed to price increases of 8% and 10% respec- 
tively, but the greater part of all gains will repre- 
sent higher volume. 

Two cooperating companies report civilian prod- 
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uct cutbacks—one in the neighborhood of 25%, the 
other less than that. But any cutbacks that have al- 
ready occurred or are expected will be replaced by 
defense production. 

Capital expenditures in the next half year will 
rise “considerably” and by 800% for two companies. 
The very large increase is explained by small expen- 
ditures during the first half of 1951. A third com- 
pany will spend “much less” because it has com- 
pleted its expansion program. More normal appropri- 
ations which will average twice depreciation charges 
are forecast. And the fourth company will continue 
to spend a negligible amount on capital expenditures. 

Current backlogs of orders are reported as 20%, 
150%, “considerably” and “4.3 times” as high as at 
this time last year. In the next six months, these 
backlogs are expected to remain about the same or 
increase slightly. 

Inventories are up 25% and 30% from this time 
last year in two companies, and about the same with 
the other two. During the next half year the trend 
will be. down for the two companies having higher 
year-end inventories, and slightly higher for the others. 

Working capital is good for three companies, and 
the fourth will achieve “adequate funds” by means 
of a revolving credit agreement. States one executive 
with a two-to-one working-capital ratio: “While we 
are in a safe position, we are also working our money 
quite hard.” 

Profits before taxes in 1952 are expected to rise 
slightly above those of 1951 for three companies. In 
one instance, the increase is owing solely to volume 
as per unit profit is reported down. But none of the 
four electrical machinery manufacturers cooperating 
expects to have higher profits after taxes. Two com- 
panies hope they will be able to maintain profits at 
1951 levels, but express uncertainty as to whether 
they will be able to do this under the new tax laws. 

An executive of a company expecting 1952 profits 
after taxes to be as much as 40% below those of 1951 
states: “The business outlook for the first half of 1952 
is not favorable. There is too much uncertainty. This 
is not a good background for continued business 
improvement.” 


Foundries 


Three of four cooperating foundries expect dollar 
billings for the first half of 1952 to be up to 10% 
higher than in the same months of 1951. One foundry, 
however, expects a decline of 10%. Two of the in- 
creases are expected primarily as a result of price 
rises rather than greater volume. 

Cutbacks in civilian production will be severe in 
one company, uncertain in the others during the next 
six months. But defense production is expected to 
take up any slack. 


Capital expenditures in the next six months will 
be down in two companies, the same in a third, and 
materially up in the fourth company, as compared 
with expenditures during the same period of 1951. One 
foundry executive states: “We are minimizing capi- 
tal expenditures in the face of higher taxes and a pos- 
sible decline in our sales volume, and are attempt- 
ing to maintain and improve our cash position.” 

Current backlogs are reported by two cooperating 
companies to be higher than at this time last year. 
In one case, the increase is 100%, and in the other 
backlogs are noted as being “lower than five months 
ago” but higher than a year ago. In the remaining 
two companies, backlogs are lower than at this time 
last year in one, the same as last year in the other. 
The latter company states, however, that despite good 
backlogs, “certain sections of our plant could cur- 
rently accept substantial orders for delivery within 
five to nine weeks.” One foundry executive predicts 
that the company’s “upward trend of backlogs should 
continue.” 

Inventories have risen for two companies by 15% 
and 25%. In a third they are “somewhat higher,” but 
they remain about the same as this time last year 
for the fourth company. The trend for the next six 
months will be downward in all companies. 

Good or “adequate” working capital is reported by 
three companies but the fourth finds its working capi- 
tal has “not improved” from what it was a year ago. 

Lower profits before taxes in 1952 than in 1951 
are expected by two companies. The same profits as 
in 1951 are forecast by the other two. Profits after 
taxes are expected to be lower in 1952 than in 1951 
by all cooperating foundries, with one company esti- 
mating the drop as 20% below 1951. With another, 
the same profit before taxes is expected to result in 
a 20% drop after taxes, compared with 1951. 


Industrial Machinery—General 


Only one of the seven cooperating general industrial 
machinery manufacturers expects dollar billings to be 
lower for the first half of 1952 compared with the same 
period in 1951—by 10%. Increases expected by the 
others are 9%, 10%, 10%, 15%, 15% and 30%. The 
increases are generally laid to higher volume of ship- 
ments, with small price rises aiding in a minor way. 

In four of the companies, cutbacks in civilian pro- 
duction will increase in the next six months by 5%- 
10%, 20%, 30% and “a little” in one company. The 
remaining three companies expect no involuntary 
cutbacks because they are “defense supporting.” The 
slack in civilian production is expected to be absorbed 
by defense orders. 

Capital expenditures will trend downward for four 
companies in the next half year. In one case, expen- 
ditures will be 50% less than in the first half of 1951 
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as a result of completion of an expansion program. 
Higher capital expenditures for three companies, how- 
ever, reflect continued expansion to meet defense re- 
quirements. 

In all companies, except one experiencing a 10% 
to 15% decline, backlogs are much higher currently 
than last year. The increases reported are 45%, 75%, 
“2.6 times,” “3 times,’ and two companies report 
“double 1951.” Inventories, too, are generally higher 
and in no case below the levels of a year ago. In- 
ventory increases reported are 10%, 15%, 30%, 50%, 
and “a bit higher.” Two companies report no 
changes. The outlook for both inventories and back- 
logs during the next six months, however, is down- 
ward. In commenting on this point one executive 
says: “We expect that incoming business in 1952 
will probably be at a rate some 10% to 20% below 
shipments.” 

Working capital ranges from fair to strong for all 
but one company, whose working capital is “tight.” 
Four of the seven cooperating manufacturers, how- 
ever, have borrowed in past months in order to 
strengthen their working-capital position and to fin- 
ance expansion programs. And one company indi- 
cates that its cash position is growing tighter, for 
“while the figure is the same there is a substantial 
increase in inventories over a year ago offset by an 
equal drop in cash and marketable securities.” 

Of the seven companies four anticipate that 1952 
profits before taxes will be higher than in 1951, the 
only reported figure being 857% greater than in 1951. 
The remaining three companies expect lower profits 
before taxes in 1952. 

After taxes, however, only the company expect- 
ing the 85% rise in profits before taxes believes profits 
after taxes in 1952 will be greater than in 1951—by 
some 30%. All six other companies predict lower 
profits after taxes in 1952 than in 1951. 


Industrial Machinery—Specialized 


Two of the five specialized industrial machinery 
cooperating companies, both manufacturers of heavy 
traction- equipment, expect increases of 15% and 25% 
in their dollar billings in the first half of 1952 over 
the comparable period in 1951. The other three com- 
panies expect sharp declines of 15%-20%, 30%, and 
25%-33% in their dollar billings. And except for a 
small change in price which accounts for a third of 
the 15% increase expected by one company, all 
changes in billings will be in volume. 

There will be cutbacks of 15% and 40% in civilian 
lines of two companies, little or none in the three 
other cooperating companies. These cutbacks are 
partly owing to material shortages, and partly be- 
cause of greater defense orders. 

Capital expentitures will not be great for cooperat- 
ing companies in this classification during the next 
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six months. While expenditures for the first half of 
1952 will remain about the same as during the 
first half of 1951 in two companies, for the three 
other companies capital expenditures will be “re- 
duced 25%,” “considerably less,” and “materially re- 
duced.” 

Backlogs are lower than at this time last year by 
15%, 60%, in two companies, “well below” for a 
third and the same in a fourth. Machine order back- 
logs are “about the same” in the fifth company “but 
the backlog of parts orders is up substantially.” Ex- 
pectations are that these backlogs will rise in the 
coming months. : 

Inventories currently are up 15%, 25% and “great- 
er’ than at this time last year in three companies, 
lower for one, and the same as last year for the 
fifth. Although the company with lower inventories 
anticipates no change, all other cooperating com- 
panies expect inventories to decline in the next six 
months, All companies in this group report adequate 
working capital. One company reports working capi- 
tal as “currently tight but will improve.” Another 
expects it to be lower. The other companies character- 
ize their working capital position as “improved,” “in- 
creased about 5%” and “strong.” 

Profits in 1952 before taxes will be about double 
1951 in one company, the same in a second, but 40% 
less for the third and “much less” for the two other 
specialized industrial machinery manufacturers. 

Profits after taxes in 1952 will be lower than in 
1951 for all but the company anticipating doubled 
1951 profits before taxes. It reports that its 1952 
profits after taxes will be about 40% greater than in 
1951. An executive of this company points out, how- 
ever, that a strike in 1951 seriously lowered volume 
and, consequently, profits. For the remaining four 
companies, 1952 profits after taxes will be 42% less 
than in 1951 for one company, and “materially” less 
for the other three. 


Machine Tools 


Six of seven cooperating machine-tool manufactur- 
ers anticipate that dollar billings for the first half of 
1952 will be much higher—in one instance as much 
as double or triple—those for the first half of 1951. 
The price factor will exert little influence on these 
estimates. Increased volume will account for 90% 
or better of the increase. The seventh company, an- 
ticipates no significent change in dollar billings. 

None of the machine-tool companies expects any 
involuntary cutbacks in its “civilian” production, 
since they are working primarily on defense orders 
or supplying companies in defense industries. In 
four of the companies, capital expenditures to meet 
increasing defense orders will rise during the first 
half of 1952. The other three companies expect to 
maintain expenditures at about the same levels. In 
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no case is any reduction in capital expenditures ex- 
pected. 

Backlogs compared with this time last year are up 
20%, 400%, 500%, respectively for three companies, 
and “much greater” in three other cases, but sub- 
stantially less in the seventh company. The next 
six months will find backlogs remaining constant or 
increasing in all but one company. This company 
reports it has two years’ business on hand and “can- 
not take new orders for any large volume.” 

Inventories are also higher than at the same time 
last year in all except one company which reports 
inventories 50% to 60% less; a second firm reports in- 
ventories as the same. Inventory increases reported 
are 15%, 50%, and “higher” for the remaining five. 
In this connection, one executive reports that “our 
inventories have increased substantially because we 
cannot get some items, such as ball bearings and 
electrical units to complete our shipments. So we have 
an enormous inventory held up for these units.” And 
another firm expects finished goods inventory to 
increase somewhat during the next six months, with 
a simultaneous decline in raw-material inventories. 

The coming six months’ trend in inventories will 
be upwards for five companies, will probably remain 
at present levels for two. 

No working capital problems are reported by com- 
panies in this group. One company, however, reports 
use of bank loans to finance higher inventories. 

Generally the same or higher than 1951 profits be- 
fore taxes are expected in 1952 by all companies but 
one, owing to increased dollar billings. Only one com- 
pany, however, has expectations of retaining as much 
profit after taxes in 1952 as in 1951. The other com- 
panies expect lower 1952 profits after taxes. 


Nonferrous Metals 


Of four nonferrous metals companies, two expect 
rises in their dollar billings of 5%-10% and 15% 
for the first half of 1952 over the same period in 1951. 
A third company expects billings to remain about 
the same, but the fourth company believes billings 
will drop some 40% because of a 50% cut in its 
material allotment under C.M.P. Price increases, how- 
ever, are a major factor in the two expected rises in 
dollar billings. 

Further cutbacks in civilian production as a result 
of defense orders will occur in the next six months, 
according to two cooperating executives. Increased 
defense production, however, will probably offset the 
cutbacks. 

Backlogs are higher than last year’s in one com- 
pany, 50% lower in another, and the same in a third. 
One company noting a 50% decline in backlogs ex- 
plains that its salesmen were laid off for six weeks 
this fall. 


Inventory changes represent a sharp rise over the 


year for one company and a “significant” decline 
for another, but “no change” is reported by the re- 
maining two companies. The outlook for the next 
six months shows the same variations: a continuing 
rise in one company, a sharp decline in another, no 
changes expected for the remaining two companies. 

Working capital is generally adequate, and sat- 
isfactory for anticipated needs. 

Only one nonferrous metal company expects high- 
er 1952 profits before taxes. After taxes, all coop- 
erating companies expect 1952 profits to be lower 
than in 1951. Two figures reported for this are 
35% and 50% below 1951. 


Ciena 


Dollar billings for the first half of 1952 are expected 
to be 5%, 12%, and 15% below those of the first 
half of 1951 for three of the five cooperating office 
equipment manufacturers. A fourth company be- 
lieves it will experience a slight increase in billings, 
while the fifth company expects about the same dol- 
lar billing. Volume losses explain the drop in billings 
for the three companies, although the company ex- 
pecting the same dollar billing looks for a slight drop 
in volume, price increases of 10% are a factor in 
keeping billings on an even keel. 

There will be some decrease in civilian production 
in two companies. In one it will amount to 12%. In 
the other, “the inability to get materials in the sec- 
ond quarter may cut our production by 25%. How- 
ever, we have sufficient inventory so that we can 
maintain sales even though production drops.” 

Capital appropriations will be “substantially 
above” those for the first half of 1951 for two com- 
panies largely because of additions to plant. A third 
company reports that it anticipates lower capital ap- 
propriations because “expenditures for such items as 
machine tools for defense work will be for the ac- 
count of the government and not for one company.” 
Two companies expect no changes in expenditures. 

A 15% rise in backlogs compared with this time 
last year is reported by one company. The other co- 
operating office equipment executives, however, re- 
port lower backlogs, one as much as 50% less than 
last year. 

Inventories, on the other hand, have risen by 15% 
for one company, 2% of sales for a second, and are 
“higher” for a third. But inventories have decreased 
3% for a fourth company, and show no change for 
the fifth. The next six months are expected to show 
a downward trend in inventories in three companies, 
a rise in one, and no change for the other company. 

Working capital is good in all companies except one. 
This company plans to borrow to improve its posi- 
tion. 


Before-tax profits for 1952 compared with 1951 are 
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anticipated to be higher in three companies, the 
same for a fourth, and somewhat lower for the fifth. 

Profits after taxes, however, will be lower than in 
1951 for all but a single company which expects 
“about the same” profit. 


Railroad Equipment 


Two of the three railroad equipment producers 
anticipate 20% and 170% higher dollar billings in the 
first half of 1952 over the first half of 1951. Most of 
the increase will reflect a rise in volume rather than 
price. The third cooperating company reports that 
it expects about the same dollar billings. 

Cutbacks in civilian production may be as large as 
10% in one company in the next six months. How- 
ever, it is expected that “any cutback in civilian lines 
will likely be taken up by defense production.” There 
is no anticipated cutback in the other two companies. 

Capital expenditures will range 50% and “slightly” 
below the level of the first half of 1951 in the next 
half year for two companies, but will not change for 
the third. Current backlogs in two of the compan- 
ies are up 60% and “six times” over the same time 
in 1951, down somewhat in the third. The half-year 
outlook is for a continuation of backlogs at current 
levels in the first two companies and a possible de- 
cline in the third. 

Inventories are down 5% over the year for one 
company, “slightly” higher and 10% higher for the 
other two. The outlook is for slightly lower levels 
during the next six months for all companies. Work- 
ing capital continues at about the same as this time 
last year for two companies, but is 4% lower for the 
third. Some improvement is generally expected dur- 
ing the next half year. 

Profits before taxes in 1952 will show small increases 
of up to 5% over 1951 in two companies but the same 
as 1951 for a third. Profits after taxes, however, will 
show only a moderate increase over 1951 for one com- 
pany, remain the same for a second, and be “consid- 
erably less” than 1951 for the third. 


Steel 


Four of seven cooperating steel producers report 
they expect dollar billings during the first half of 
1952 to be about the same as during the first half 
of 1951. The remaining three companies expect their 
billings to increase “slightly,” 2%, and 57% over 1951. 
The company expecting the 57% rise states that 15% 
of the rise is merely a reflection of higher prices. 
Many companies point out, however, that “if the 
union wins its demands at the end of the year, a price 
increase will be necessitated.” 

Involuntary cutbacks in civilian production will 
increase by 10% and 20% in two companies but will 
be smaller for the others. The amount depends “on 
the extent of the military program,” says an executive. 
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Capital expenditures for the next six months will 
be greater than for the first half of 1951 by 75%, 
200%, and “substantially” in three companies, less 
by 30%, 80%, and “very small indeed” for three. The 
seventh company did not report on this. 

Backlogs compared with this time last year show 
20% and 45% higher levels for two of the steel pro- 
ducers, but are down 15% and 40% in two other 
companies. Backlogs show no change in the remain- 
ing three companies. 

Inventories show rises of 8%, 15%, and two of 
“somewhat higher” than 1951 levels in four cooperat- 
ing companies. One decline of 15% is also noted, but 
the remaining two companies report inventories are 
about the same as a year ago. The-outlook is for 
lower inventories in six companies during the next 
six months, but a slight increase is probable for the 
seventh. 

Working capital is either satisfactory or favorable 
in all cooperating steel companies, compared with 
this time last year. 

Despite the generally good outlook for dollar bill- 
ings, only one of the steel companies definitely ex- 
pects to have higher profits before taxes in 1952 than 
in 1951, but a second believes before-tax profits will 
“compare favorably” with those of 1951. 

After taxes, all steel companies except one expect 
that profits for 1952 will be significantly less than in 
1951. The single exception reports that, despite lower 
profits before taxes, its profits after taxes “may im- 
prove through special amortization of emergency fa- 
cilities.” In three cases, profits after taxes will de- 
cline to 1%, 15%, and 20% below 1951. 


Nonmetal Industries 
Apparel 


Two of three cooperating apparel manufacturers 
expect 5%-10% and 30% lower billings for the first 
half of 1952 compared with the same period for 1951. 
The third company will be “satisfied” if billings are 
the same as last year. The first decline is attributed 
to sharply falling prices which account for a 5%-10% 
drop in dollar billings despite a 10% increase in vol- 
ume. The second decline is due to lower volume. 

Involuntary cutbacks in civilian lines will not be a 
factor in the industry during the next six months. 
Capital expenditures, also, are expected to remain at 
present levels for two companies, and capital expen- 
ditures will be negligible for the third company be- 
cause it completed a major program several years ago. 

Two of the apparel companies report that they do 
not normally carry backlogs, or usually have only 
moderate backlogs. The third company, however, 
says its backlog is “considerably greater” at the pres- 
ent time than at the comparable time last year. This 
company, too, is the only one of the three reporting a 
good business outlook for the next half year. 
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Present inventories are down 25% and 45% from 
the levels of this time last year, according to two ap- 
parel companies. The third manufacturer did not 
report. Both of the former companies expect the in- 
ventory trend to be upward during the next six 
months, in accordance with usual seasonal patterns. 
Working capital in all three companies compares fa- 
vorably with that for the same time last year, and it 
is expected that the situation will further improve 
in future months. 

Profits before taxes in 1952 are expected to com- 
pare favorably with those of 1951 in one of the ap- 
parel companies, but will probably be below 1951 for 
the other two companies. Profits after taxes, how- 
ever, will be lower for all three companies. This is 
attributed by one company to the higher taxes, by a 
second to the fact that 1951 was a very good year 
for that company, and by the third to the “very 
poor outlook for men’s clothing in 1952.” 


Building Materials and Supplies 


Four of the seven building materials manufacturers 
expect their dollar billings for the first half of 1952 
to be above billings for the first half of 1951. Reported 
changes are 5%, 15% and two cases of “somewhat 
higher.” The remaining three companies believe billings 
will be lower, in two instances by 10%, but “substan- 
tially less” in the third. Most of the changes expected 
will result from increased volume, but price changes 
alone will account for the 5% rise and the “sub- 
stantial” reduction in dollar billings. 

Some cutbacks are expected in civilian business 
during the next six months. They will not be severe, 
however, and in several cases will represent lower 
civilian demand, part of which will be taken up by 
the defense effort. 

Capital expenditures for the next half year will be 
up substantially in one company, down 85% to 90% 
in a second, but will approximate the levels for the 
first half of 1951 for the remaining five companies. 
One company reports that “there is no doubt that 
our capital investment plans have been retarded to 
a considerable degree because of high federal taxes.” 

Backlogs for only one company show an increase 
at the present time above the levels of a year ago, 
and in that company, backlogs are higher only in 
the Northwest, but are lower in the Midwest and the 
South. Lower-than-last-year backlogs are reported by 
all other companies, although one company reports 
that a 10% reduction in backlogs stems from the 
fact that it is not accepting orders over five to six 
months ahead. The outlook for backlogs in the next 
six months appears somewhat “unfavorable” for all 
but one company. 

Current inventories are up 15%, “from 21% to 
32% of sales” and “slightly” over the same time 
Jast year for three companies. One lumber company 


reports a decline because adverse weather has de- 
layed log shipments. The two remaining companies 
report carrying nominal inventories at all times. 
Inventories are expected to continue up in two com- 
panies, down in three, with no change anticipated 
by the other two companies. Working capital is gen- 
erally good at present and is expected to improve, 
although seasonal needs for one building materials 
supplier may lower working capital to a point where 
borrowing may become necessary. 

Before-tax profit estimations for 1952 show that 
three of the seven companies believe such profits will 
be above 1951. Of the four companies expecting prof- 
its before taxes to be lower than in 1951, only one 
makes a guess: “25% less.” All seven companies, 
however, expect the same or lower profits after taxes 
in 1952 than in 1951. Reported estimates are: 10% 
and 30% below 1951. 


Chemicals 


Only one out of nine cooperating chemical manu- 
facturers expects lower dollar billings, estimated at 
25%, during the first half of 1952 than it had during 
the first half of 1951. Two other companies expect 
no change. The reported increases in dollar billings 
of the remaining six companies are: “slight,” 1%, 57%- 
10%, and three estimates of 10%. The single decline 
in billings is directly attributable to raw material 
shortages and, like all other companies, volume and 
not price accounts for the changes expected. 

Five companies anticipate almost no change in capi- 
tal appropriations over the first half of 1951; three 
companies will appropriate up to 50% less than last 
year and only one company will earmark more than 
last year—up to three times as much. 

Cutbacks in civilian production will be either non- 
existent in the chemical industry or will be of a very 
minor nature, according to cooperating executives. 

Backlogs of orders currently held have declined gen- 
erally from the level of this time last year, although 
in one instance they are currently double a year 
ago. The trend will be downward in the next six 
months, owing in some cases to the completion of 
additional production facilities. 

Increases in inventories of 5%, 30%, over 30%, 
60%, 90%, and “substantially higher,” currently over 
a year ago are reported by six companies. The re- 
maining three report inventories at levels comparable 
to those of last year. The next half year should see a 
slight decline in inventories of three companies, and no 
change in five. 


The profit outlook for five reporting companies is 
for profits before taxes to be higher in 1952 than in 
1951. After taxes, however, only one company feels 


it has a “good chance” of retaining a greater profit 
in 1952 than in 1951. 
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Food Processors 


Of the eight cooperating companies in the food 
industry, four anticipate higher dollar billings for 
the first half of 1952 than during the comparable 
period in 1951, one by 10%, the others “slightly 
higher.” Two companies expect declines of 5% and 
10%, one reports “no change;” another would in- 
crease sales but for OPS interference, from which 
he fears a decline. In those instances of higher dollar 
billings, increasing volume outweighs prices as a ma- 
jor factor in the rise. 

Capital expenditures in the next six months will be 
about the same as for the first half of last year in 
four food companies. In one of these, expenditures 
for the year 1951 will be less. For a fifth company “no 
major expenditures” are anticipated. In two of the 
remaining companies, a decline, one of 25%, is fore- 
seen; and the last cooperating company reports that 
a substantial increase in capital expenditures is ex- 
pected due to plans prepared in 1951. 

Cutbacks in civilian production will be generally 
nonexistent in the food industry, but a meat packer 
fears that OPS regulations will “sharply curtail” beef 
and sheep operations with the consequence that “some 
of that tonnage will move through ‘channels other 
than normal—the polite phrase for the black mar- 
ket.” 

Backlogs are not a factor in the food business and 
only one company reports a change—20% below last 
year. However, according to one milling company, 
the outlook for business in the next six months is 
“fully as encouraging as 1951, or better.” 

Present inventories appear to have varied but 
slightly from the levels of a year ago. Two companies 
report slightly lower inventories, two report some- 
what higher inventories, and four cooperating food 
companies report inventories about the same. The 
outlook for the next half year is for inventories to re- 
main about the same as at present, or to decline 
slightly owing to shortages of tinplate. 

Working capital appears generally good. Four 
companies report satisfactory working capital, while 
four other companies did not reply. One of the former 
companies, however, borrowed recently to improve 
its working capital position. 

Profits before taxes are expected to show improve- 
ment in 1952 over 1951 in three companies, but lower 
profits before taxes are anticipated by the remaining 
five companies. 

After taxes, seven food companies report they ex- 
pect lower profits in 1952, substantially lower in sev- 
eral cases. States the president of one company: “We 
survived the OPA, which ended in the debacle of 
October, 1946, and showed a profit every year since. 
I hope we can do the same in 1952. After all, a whole 
industry can’t go bankrupt.” 
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Petroleum Products 


All six cooperating petroleum companies expect a 
rise in dollar billings for the first six months of 1952 
over the same period of 1951. Reported increases 
are: 3%-4%, 3%-5%, 642%, 8%, and two “slight” 
increases. Except for minor price increases, dollar 
increases will represent greater volume. Cutbacks 
in civilian production will be either negligible of non- 
existent during the next six months. 

During the first half of 1952, capital expenditures 
are scheduled to rise above those made during the 
same period of 1951. Increases are expected to be 
10%, 36%, “substantial,” and, in three instances, 
“greater than in 1951.” Much of the increased ex- 
penditures will, of course, go into exploration and 
development. However, expansion of processing and 
refining facilities is scheduled. All expansion will be 
influenced by the steel supply, especially tubular 
steel. 

Inventories are slightly higher in three companies 
than at the same time last year, and down in the 
three others, in one case by 7%. The unpredictable 
nature of the winter, however, will have considerable 
effect on inventories. 

Working capital has changed little over the year 
and is still generally adequate in all companies. The 
high rates of capital expenditures, however, have low- 
ered working capital for one company to the point 
where additional financing has been required. 

Before-tax profits are expected to run about the 
same as in 1951 for three companies, lower for a 
fourth. Two cooperating petroleum companies find 
they cannot predict 1952 profits. 

Profits after taxes in 1952 are expected to be mod- 
erately less than in 1951 in three reporting companies, 
with another expecting the same as in 1951. 


Paper and Paper Products 


Dollar billings are expected to increase “slightly,” 
9%, and 10% in the first half of 1952 over the same 
period of 1951 for three of six paper companies. 
A decline of 10% to 15% for another company is 
reported, but the last two foresee “no changes.” In 
those instances of change, both price and volume 
will be factors. Continuing involuntary cutbacks of 
10% for two companies will also contribute to their 
lower volume. One of these companies may have to 
cut back a further 5% to 10%. A third company is 
doubtful about cutbacks, but feels they are possible 
owing to the materials situation. In three companies 
capital expenditures will generally show little change 
during the next six months as compared with the 
first half of 1951, in one case owing to the doubtful 
materials and equipment situation. A fourth com- 
pany expects a 50% rise in expenditures; however, 
while two companies anticipate a “considerable” de- 
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crease in expenditures, one of these has recently com- 
pleted an ambitious capital program. 

Unfilled orders remain at the same levels in three 
companies and show small declines in two companies 
from the levels of this time last year. A “softening” 
trend, except in one company, is expected to continue 
in the coming months owing to expanded capacities 
and overbuying in the recent past. 

Current inventories are higher for two companies 
than at this time last year, in one case by 25%. They 
are lower in one company, and unchanged in two. 
Only one company anticipates a rise in inventories, 
two believing inventories will fall off some, and no 
change is expected by another company. 

Working capital is up 20% over a year ago for one 
paper company. But it is down or getting tight for 
four others, owing to large capital expenditures in 
1951, taxes and inflationary costs. 

Better profits before taxes in 1952 than in 1951 
are anticipated by three companies. But the other 
three paper companies feel that profits before taxes 
in 1952 will be lower than in 1951. 

One of the cooperating paper manufacturers expect- 
ing higher before-tax profits, believes that his com- 
pany will retain a higher profit in 1952 than in 1951 
if “no further tax increase occurs—a fair assumption 
in an election year.” The second before-tax rise in 
1952 profits is expected to yield only the same net 
profits as in 1951. Lower 1952 profits after taxes are 
expected by the remaining four paper companies. 

Complains one executive: “We were in the excess- 
profits tax bracket starting in August. As nearly as 
we can estimate, the government is taking more than 
80% of our gross profits in 1951. We think this is 
terrible.” 


Textiles 


Six of the eight cooperating textile manufacturers 
expect declines in their dollar billings for the first 
half of 1952 compared with the same period in 1951. 
These declines will be 10%-20%, 15%-20%, 20%, 
40%, and two of “slightly below 1951.” The remain- 
ing two textile companies expect increased billings 
of “slightly,” and 15% above 1951. The “slight” rise 
expected by one company actually reflects a prob- 


able price rise, for volume shipped is expected to be 
about the same as in the first half of 1951. Price is 
also a major factor in the dollar billings of one other 
cooperating textile company—lower prices on its line 
account for major portions of expected declines. 
However, the company reporting an expected rise of 
15% in dollar billings states that price changes will 
have only a negligible effect—that the change in 
billings represents volume “almost entirely.” And 
three of the companies which expect lower billings at- 
tribute this in part to less volume. 

Cutbacks in civilian production are not expected 
to occur in the next six months and there are none re- 
ported at present. Capital expenditures, too, show 
little change over those of a year ago. Only one com- 
pany expects to increase expenditures “considerably” 
in the first half of 1952 over those made during the 
first half of 1951. 

Backlogs of orders in six of the eight cooperating 
companies are much poorer currently than at the 
comparable time last year, and about the same in two 
companies. The outlook for the next six months, ac- 
cording to one manufacturer, “is not bright.” Inven- 
tories currently run from the same in four companies 
to considerably higher than last year in four com- 
panies. It is expected that the next six months will 
see a decline in inventories for at least six of the 
companies, and some rise in the remaining two. 

Four textile companies report that working capi- 
tal is poorer at present than at the same time last 
year. Three other companies find it satisfactory or 
improving, and the eighth company reports its work- 
ing capital some 15% above last year. 

Profits before and after taxes will probably be bet- 
ter in 1952 than in 1951 for two textile companies, in 
one case mostly because “1951 was a poor year.” Four 
of the remaining six companies look for lower profits 
in 1952, while the other two expect about the same 
profits. 

There is a possibility that 1952 will bring a loss to 
one company. And another reports that it will just 
“break even if present low prices continue.” 
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